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TUESDAY, DECEMBER 29, 1953 


Howse or REPRESENTATIVES, 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C. 
The committee met at 2 p. m., Hon. William H. Harrison presiding. 
Mr. Harrison. The meeting will come to order. 
I think it will be proper at this time to have a statement from Dr. 
Miller, chairman of the Interior and Insular Affairs Committee. 


STATEMENT OF HON. A. L. MILLER, CHAIRMAN, INTERIOR AND 
INSULAR AFFAIRS COMMITTEE 


Mr. Miuier. Thank you very much, Mr. Harrison. 

Mr. Harrison is presiding as chairman of the Subcommittee on Irri- 
gation and Reclamation, and the meeting was called for the purpose of 
getting the answers to some questions that have been sent in by REA 
groups relative to the new power criteria that have recently been an- 
nounced. 

There seem to be many questions presented as to what was meant by 
certain phrases in the new clarification, such as what is a short-term 
contract ; how long does it run; and what will be the place of preference 
customers under the new power criteria ? 

And for the purpose of getting a clarification, we have asked that the 
following people from the Interior Department be present: Mr. Ralph 
A. Tudor, Under Secretary of Interior; Mr. Fred G. Aandahl, Assist- 
ant Secretary of Interior; Mr. Wilbur A. Dexheimer, Commissioner, 
Bureau of Reclamation; Mr. Harvey F. McPhail, Assistant Commis- 
sioner, Bureau of Reclamation; and Mr. Clarence A. Davis, Solicitor, 
Department of the Interior. 

If you gentlemen who are present will come up and group yourselves 
around the table, we will have a roundtable discussion, first giving 
you an opportunity to discuss what your interpretation may be of the 
December 10 statement. 

I might say to the gentlemen at the table I have received from Ne- 
braska 15 or 20 questions. We will not have time to answer all of 
them this afternoon, but what I would like to do is to let Mr. Aandahl, 
if he will, tell us what the new criteria mean. Questions will then be 
asked by the committee. 

We have Senator Butler, chairman of the Interior Committee of the 
Senate, with us this afternoon. 

I would suggest, Mr. Chairman (Mr. Harrison), that you let Mr. 
Aandahl proceed to state his interpretation of the new power criteria 
announced on December 10. 
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STATEMENT OF FRED G. AANDAHL, ASSISTANT SECRETARY OF 
THE INTERIOR, ACCOMPANIED BY RALPH A. TUDOR, UNDER 
SECRETARY OF THE INTERIOR; CLARENCE A. DAVIS, SOLICITOR, 
DEPARTMENT OF THE INTERIOR; AND HARVEY F. McPHAIL, 
ASSISTANT COMMISSIONER, BUREAU OF RECLAMATION 


Mr. Harrison. Does that suit you, Governor (Mr. Aandahl), or do 
you have something you W ish to say first ? 

Mr. AAnpanit. L will be very glad to offer a preliminary statement. 

As we all know; a new power policy was issued by the Department of 
the Interior on August IS that replaced ane superseded the powel 
policy statement that had been issued by the Department of the Interior 
on Januarv 3, 1946, and the new statement embodied a number of 
changes over the previous policy. 

(COMMITTEE NoTE.—The memorandums referred to are as follows :) 


DEPARTMENT OF THE INTERIOR POWER POoLtcy 


(August 18, 19523) 


The Reclamation Aet of 1902, as supplemented by the act of 1906, and various 
other acts of Congress since that date, to and including the Appropriation Act 
of 1953, have served to make the Department of the Interior the marketing 
agency for electric energy produced at many Federal Government owned plants. 
These various acts of Congress have served to establish some basie policies for 
the marketing of this power as well as the planning of facilities for generation 
and transmission. Supplementary to these acts of Congress, the Department 
has, on various occasions in the past, stated policies on this important matter 

The statement herewith of power policy is a summary of the guiding prin- 
ciples which the Department of the Interior will hereafter follow in planning 
and operating facilities for the generation and transmission, and marketing of 
electric energy. It is based upon the various acts and statements of Congress 
and statements of this administration’s policy. It supersedes all statements of 
power policy heretofore issued by the Department. 

The policies hereinafter stated will be modified if at any time this is necessary 
to better serve the paramount requirements of national defense. 


1. GENERATING FACILITIES 


The primary responsibilities of the Department are the reclamation of arid 
and semiarid lands under the Federal reclamation laws and the development of 
natural resources as authorized by Congress. These responsibilities include 
the disposal of surplus electric energy which can be economically produced in 
the course of the development of these resources. The Department of the In 
terior will, therefore, actively plan and recommend construction of generating 
facilities in hydro projects under its jurisdiction when such facilities are eco- 
nemically justified and feasible. The Department will particularly emphasize 
those multipurpose projects with hydroelectric developments which, because of 
size or complexity, are beyond the means of local; public or private enterprise 

It is recognized that the primary responsibility for supplying power needs of 
an area rests with the people locally. The responsibility of the Department of 
the Interior is to give leadership and assistance in the conservation and wise 
utilization of natural resources. The Department does not assume that it has 
the exclusive right or responsibility for the construction of dams or the genera- 
tion, transmission, and sale of electric energy in any area, basin, or region. In 
general, it will not oppose the construction of facilities which local interests, 
either public or private, are willing and able to provide in accordance with 
licenses and other controls of the Federal Power Commission or other appro- 
priate regulatory bodies and which are consonant with the best development of 
the natural resources of the area. 
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Citations 


a. Address by the President state of the Union message to Ist 
Congress 


‘* * * The best natural resources program will not result fro 
dependence on Federal bureaucracy It will involve a partnership ¢ 


ind local communities, private citizens, and the Federal Government, : 


together. This combined effort will advance the de pm 
valleys of our Nation and the power that they can generate 





b. Reclamation Act of 1906, 43 United States Code, section 522 


“Whenever a development of power is necessary for the irrigat 


under any project undertaken under the said reclamation law, or an 


I opportu 
is afforded for the development of power under any such project, the Secretary 
of the Interior is authorized to lease for a period not exceeding 10 ye Ss, giving 
preference to municipal purposes, any surplus power or power privilege 
Provided, That no lease shall be made of such surplus power or power pt re 
as Will impair the efficiency of the irrigation project 
¢. House Committee on Interior Departme nt appropriation bill, 1949 

“Ntatement of poli / The committee desires to reemphasi e il statement in 
former reports on the bill, that the reclaiming of arid lands by the constru yn 
of reclamation projects is and always has been the pi ry purp he re 
mation laws. Development of hydroelectric power is incidental to rig I 
und is made as a means of financially aiding and assisting such undert nes 
This policy should not be departed from without specific legislatio | he 
Congress.” 

d. lddress of Secretary MehWay at Boston. Wass. May 14, 1! 

‘It should be our objective in these multipurpose reservoir projects to lize 
this water resource to the maximum i the eneration of hydroete ¢ power, 
so far as that can be done, without taking away what we need for consumption 
purposes, such as reclamation, municipal water, and other uses in that category 

+ * * * * 

“We will continue within the limits that the national iiget Ww permit 
with construction of such of these nrojects as at economical feasible and 
fall in the proper category of Federal projects. 


rRANSMISSION FACILITIES 


The Department of the Interior will construct and operate trans 
that are economically feasible and necessary for proper connecti 


of federally owned generating plants. Transmission facilities 


l 


and operated to carry power to load centers within economic transi 


! 


tances unless other public or private agencies have or will provide th 


facilities upon reasonable terms. These terms sha enerally he s 


federally produced power will be made available to customers at costs 


than would result from the construction of transmission facilities b 
Government, 


Citations 


a. Bonneville Act of 1937 (16 t NS. Nec. S32a (b)) 


“In order to encourage the widest possible use of all electric ene) 


generated and marketed and to provide reasonable outlets therefor 


vent the monopolization thereof by limited’ groups, the Administri 
thorized and directed to provide, construct, operate, maintain, and in 


electric transmission lines and substations, and facilities and 
purtenant thereto, as he finds necessary, desirable, or appropriate fe 


of transmitting electric energy, available for sale, from the Bonne 


to existing and potential markets, and, for the purpose of interchange of ele 


ie necessary 


I hig 

e Fed 
that « . 
and te ‘ 
i r is i 
pl t 
iTLul y 


ville } 


energy, to interconnect the Bonneville project with other Federal project n 
publicly owned power systems constructed on or after August 20, 1937 
b. Fort Peck Act of 1938 (16 U. S. C. See. 833a (b)) 

“In order to encourage the widest possible use of all electric energy that can | 


generated and marketed and to provide reasonable outlets therefor, 
vent the monopolization thereof by limited groups, the Bureau is aut) 


directed to provide, construct, operate, maintain, and improve such elect 


transmission lines and substations, and facilities and structures 


appurtenant 
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thereto, as it finds necessary, desirable, or appropriate for the purpose of trans- 
mitting electric energy, available for sale, from the Fort Peck project to existing 
and potential markets, and, for the purpose of interchange of electric energy, 
to interconnect the Fort Peck project with either private or with other Federal 
projects and publicly owned power systems now or hereafter constructed.” 

c. Flood Control Act of 1944 (16 U.S. C. Sec. 5) 

“The Secretary of the Interior is authorized, from funds to be appropriated 
by the Congress, to construct or acquire, by purchase or other agreement, only 
such transmission lines and related facilities as may be necessary in order to 
make the power and energy generated at said projects available in wholesale 
quantities for sale on fair and reasonable terms and conditions to facilities owned 
by the Federal Government, public bodies, cooperatives, and privately owned 
companies.” 


d. Senate Committee on Interior Department appropriation bill, 1954 

“The committee reiterates its view that efforts should be made to secure wheel- 
ing contracts wherever possible, and that the Federal Government should build 
transmission lines only when such agreements cannot be negotiated at comparable 
cost to consumers; the only exception to this policy should be with respect to 
main lines for the purpose of conecting Federal hydroelectric plants, where the 
benefits from the integration justify the expenditure.” 


PREFERENCE TO PUBLIC AGENCIES AND COOPERATIVES 


The Department of the Interior will operate the federally owned generating 
and transmission facilities under its control for the benefit of the general public, 
and particularly of domestic and rural customers, and the Department will give 
preference and priority to public bodies and cooperatives in disposing of electric 
energy generated at Federal plants. It will be the policy of the Department to 
dispose of power, remaining after provision for existing preference customers, 
to privately owned public utilities serving domestic and rural customers in the 
area. The Department will not ordinarily undertake to dispose of power 
directly to consumers except to carry out existing contracts or renewals or 
expansion thereof, nor will it use or permit the use of the preference privilege 
as a means to provide power for large industrial consumers at the expense of 
domestic and rural customers’ served by either publicly or privately owned 
publie utilities. 


Citations 
a. Reclamation Act of 1906 

“* * * The Secretary of the Intericr is authorized to lease, for a period not ex- 
ceeding 10 years, giving preference to municipal purposes, any surplus power 
or power privilege * * *” 

b. Reclamation Act of 1939 (sec. 485h (c)) 

“* * * That in the sale or lease preferences shall be given to municipalities 
and other public corporations or agencies; and also to cooperatives and other 
nonprofit organizations financed in whole or in part by loans made pursuant to 
sections 901-914 of title 7 (Rural Electrification Administration ).” 


c. Bonneville Act of 1937 

“In order to insure that the facilities for the generation of electric energy at 
the Bonneville project shall be operated for the benefit of the general public, 
and particularly of domestic and rural consumers, the Administrator shall at 
all times, in disposing of electric energy generated at said project, give preference 
and priority to public bodies and cooperatives.” 
d. Fort Peck Act of 1938 


“In order to insure that the facilities for the generation of electric energy at 
the Fort Peck project shall be operated for the benefit of the general public, 
and particularly of domestic and rural consumers, the Bureau shall at all times, 
in disposing of electric energy generated at such project, give preference and 
priority to public bodies and cooperatives.” 

e. Flood Control Act of 1944 

“* * * The Secretary of the Interior * * * shall transmit and dispose of such 
power and energy in such manner as to encourage the most widespread use 
thereof at the lowest possible rates to consumers consistent with sound business 
principles, the rate schedules to become effective upon confirmation and approval 





h 
e 
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by the Federal Power Commission reference in the sale of such power and 
energy shall be given to public bodies and cooperatives. The Secretary of 
Interior is authorized, from funds to be appropriated by the Congress, to 
struct or acquire, by purchase or other agreement, only such transmission lines 
and related facilities as may be necessary in order to make the power and energy 
venerated at said projects available in wholesale quantities for sale on fair 


reasonable terms and conditions to facilities owned by the Federal Government 
public bodies, cooperatives, and privately owned companies * * *” 


#. RATES FOR SALE OF ELECTRIC ENERGY 


The Department of the Interior will dispose of power and energy at the lowest 
possible rates to consumers consistent with sound business principles Rate 
schedules will be prepared on a basis which will provide for the cost of 
and transmitting the energy and will return the capital investment in 


producing 
veneration 
and transmission facilities together with interest in not more than 50 years. If 
reclamation costs are assigned to power, rates for power shall be such as to 
recover these additional costs within a reasonable tim 

Rates will be reviewed at periodic intervals, generally not exceeding every 5 
vears, and at such times adjustments will be made to reflect actual costs where 
only estimates were available before. to reflect additions to the system which are 
in operation at the time of application of the new rates, and other proper items 


Citations 


a, Reclamation Project Act of 19389 (43 U.S. C. see. 485h (e)) 


e's Any sale of electric power or lease of power privilege made by the Secre 


tary in connection with the operation of any project or division of a project, shall 
be for such periods, not to exceed 40 years, and at such rates as in his judgment 
will produce power revenues at least sufficient to cover an appropriate share of 
the annual operation and maintenance costs, interest on an appropriate share of 
the construction investment at not less than 3 percent per annum and such other 
fixed charges as the Secretary deems proper.” 


b. Bonneville Act of 1937 (16 U. S.C.) 


“Schedules of rates and charges for electric energy produced at the Bonne 
Ville project and sold to purchasers as in this chapter provided shall be pre 
pared by the Administrator and become effeetive upon confirmation and approval 
thereof by the Federal Power Commission: and such rates and charges shall 
be applicable to the disposition of electric energy to Federal agencies. 
Subject to confirmation and approval by the Federal Power Commission such 
rate schedule may be modified from time to time by the Administrator * * *” 
(sec, Sie). 


also 


Rate schedules shall be drawn having regard to the recovery (upon 
the basis of the application of such rate schedules to the capacity of the electric 
facilities of the Bonneville project) of the cost of producing and transmitting 
such electric energy, including the amortization of capital investment over a 
reasonable period of years” (see. SS2f). 

“Contracts entered into under this section shall be bing i 
the terms thereof and shall be effective for such period or periods, including 


accordance with 





renewals or extensions, as may be provided therein not exceeding in the : 


he aggregate 
20 years from the respective dates of making such contract Contracts entered 


into under this subsection shall contain such provisions as the Administrator 
and purchaser agree upon for the equitable adjustment of rates at appropriate 
intervals, not less frequently than once in 5 years” (sec. S82d) 

c. Fort Peck Act of 1988 ( 16 U. S. C. see. 833d) 

“Schedules of rates and charges for electric energy produced at the Fort Peck 
project and sold to purchasers as in this chapter provided shall be prepared b) 
the Bureau and become effective upon confirmation and approval thereof by the 
Federal Power Commission. Subject to confirmation and approval by the Fed 
eral Power Commission, such rate schedules may be modified from time to time 
by the Bureau and shall be fixed and established with a view to encouraging .the 
widest possible diversified use of electric energy. The said rate schedules may 
provide for uniform rate or rates uniform throughout prescribed transmission 
areas in order to extend the benefits of an integrated transmission system and 
encourage the equitable distribution of the electric energy developed at the Fort 
Peck project.” 
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d. Flood Control Act of 1944 


The Secretary of the Interior * * shall * * * dispose of * * * 
. at the lowest possible rates to consumers consistent with 


power and energ) 





iness principles, the rate schedules to become effective upon confirma 
tion and approval by the Federal Power Commission. Rate schedules shall be 
drawn having regard to the recovery (upon the basis of the application of such 
rate schedules to the capacity of the electric facilities of the projects) .of the cost 
of producing and transmitting such electric energy, including the amortization 
of the capital investment allocated to power over a reasonable period of 


years * * 


sound bu 


RESALE RATES OF ELECTRIC ENERGY 


Ordinarily in contracts with public agencies or cooperatives for the sale of 
electric energy no resale rate controls will be imposed by the Department of the 
Interior. It will be presumed that such bodies are responsible directly to 
customers they serve and are fully protecting the interests of these customers. 

In all contracts with customers other than public agencies or cooperatives, 
provision will be made to prohibit the resale of energy unless the purchaser is 
a public utility serving principally domestic and rural customers. In the latter 
event, provision will be made to insure that power is furnished to ultimate con 
sumers at the lowest rates which shall reflect as nearly as possible the cost of 
the service plus a reasonable return on the investment at work. 


Citation 


a. Bonneville ict of 1937 (16 U.S. C. see. 832d) 


* Contracts entered into with any utility engaged in the sale of electric 


energy to the general public shall contain such terms and conditions, including 
among other things stipulations concerning resale and resale rates by any such 
utility as the Administrator may deem necessary, desirable, or appropriate to 
effectuate the purpose of this chapter and to insure the resale by such utility to 
the ultimate consumer shall be at rates which are reasonable and nondiscrim 
inatory.” 


> 


STATEMENT RELATIVE TO POWER POLICY OF THE DEPARTMENT OF THE INTERIOR 


(August 18, 1953) 


The high standard of living of its citizens and the success of the industrial 
might of the United States depends today in a large measure on a plentiful 
supply of low-cost electric energy for all consumers throughout the land. The 
Departinent of the Interior is especially aware of this fact since it is the mar- 
keting agent for a great deal of the energy produced at federally owned plants. 
Thus, the Department's policy in carrying out this function is of great impor- 
tance to both the consumers of energy and to the taxpayers. For this reason 

departmental basic power policy has been developed. It is simple and it is 


fair to all. It is based fundamentally upon the various acts of Congress that 
have become the law of the land over the last-50 years. 
It recognizes, of course, that the paramount requirements of national defense 


may at any time dictate variations and under such circumstances the Depart- 
ment will always be prepared to adjust to the emergency. 

This power policy fully recognizes and protects the preference customers 
public bodies and cooperatives—and proposes to set rates just as low-as possible 
without unjustified charges against the taxpayer. 

Che policy of the present administration is to actively encourage the develop- 
ment of the natural resources of the country. This will involve a partnership of 
the States and local communities, private citizens, and the Federal Government, 
all working together. It is not a policy of monopoly by any one of these 
parties. In fact, the job to be done is so tremendous that it will require the 
very active efforts of all of the parties if the Nation is to be kept abreast of its 
needs. 

Insofar as water resource development is concerned, it is expected that the 
Federal Government will undertake the large multiple-purpose projects that for 
ohe reason or another are not within the capacity of the other members of the 
partnership. 

The administration has already meved forward in line with the new power 
policy of the Department of the Interior. For example, of the total Bureau 
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of Reclamation construction program of $174 million for the present 
more than one-third, some 865,400,000, will be spent « hvdroeclect 1h 
development and distribution facilities or on coustruction of multiple-pury] 
dams Which will have power production as a major functio 

In all es the Department has recommended that appropriat s be t 
much mone) scan be used to continue work at the most economical rate 
struction The ne transmission line program is such that in combinatio th 
various Wheeling agreements facilities will be available to transmit a power 
from Reclamation or Army engineers hydroelectric plants now under constru u 


as soon as they are placed in operation 

Notable in the construction schedule for this year is the start of imstallat 
of the 17th and tinal generator at Hoover Dam Phis new generator wi me thi 
largest at the dam with a capacity of 104.500 kilowatts and will greatly improve 
the peaking capacity of the Hoover Dam plant 

In addition to construction for hydroelectric production purposes the Bureau 


of Reclamation is this year initiating work on two major irrigation developmet 


both of which have the full support of the new administration L S7,G82,091 cor 
tract has just been let for the Monticello Dam which will turn destructive flood 
water to useful consumption by irrigation and domestic use in several ¢ 1 
nities in Solano County, Calif 

An initial appropriation of Sl million was made by Congress to initiate ork 


on the Sacramento canals projects which has been incorporated into the Central 
Valley project in California 

In the planning of further water resource development work the Department 
of the Interior recently recommended to the Congress the authorization of the 
Frying Pan-Arkansas project in Colorado which will have seven power 
Witha total installed capacity of 104,800 kilowatts 

\ supplemental report on the San Luis Valley project, also in Colorado, which 
will call for the installation of a 50,000-kilowatt powerplant, has been approved 
by the Department of the Interior and forwarded to the affected States for their 


comment preliminary to submission of the report to the Congr 


The administration made a strong representation to the Congress for fund 
for the planning of further water resource projects, most of which involve hydro 
electric power features As a result, the Congress has just appropriated $3 
million to the Bureau of Reclamation for these investigations during the current 
fiscal vem This will permit investigation work to proceed in an ordet fashion 
to provide an inventory of projects for further construction 

SECRETARY OF THE IN RIOR, 


Washington, Janua , 19% 


MEMORANDUM ON POWER POLICY 


To All Statfs of the Department of the Interior: 

The Congress over a 40-year period has enacted a large number of laws relating 
to electrical power activities Most, but not all, of these acts relate pecifically 
to the Department of the Interior. The others serve equally to fix the general 


policy that must guide all Interior Department staffs and officials in the 
administration of power programs In recent years the Congress has gt 
increased the responsibilities of the Department for the development and d 
position of electrical energy. It is, therefore, appropriate to recapitulate the 
guiding principles which emerge from the individual acts of Congres ind 


which must govern the administrative actions of this Department in discharging 
its responsibilities relating to electrical power. 

‘he primary objectives of the acts of Congress (excerpted in the attachment ) 
may be summarized as follows: 

1. Federal dams shall, where feasible, include facilities for generating ele« 
trical energy (Reclamation Act of April 16, 1906; act of July 25, 1912: the 
Tennessee Valley Authority Act of 1933; the Flood Control Acts of 1938, 1944 
and 1945). 

2. Preference in power sales shall be given to public agencies and cooperative 
(Reclamation Act of April 16, 1906; the Raker Act of December 19, 1913; Federal 
Water Power Act of 1920; Boulder Canyon Act of 1928; Tennessee 
Authority Act of 1933: Rural Electrification Act of 1936; Bonneville 
1937: Fort Peck Act of 1938; Reclamation Project Act of 1939 Flood Conti 
Act of 1944). 


Ae 
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3. Power disposal shall be for the particular benefit of domestic and rural 
consumers (Tennessee Valley Authority Act of 1933; Rural Electrification Act 
of 1936 ; Bonneville Act of 1937; Fort Peck Act of 1938). 

4. Power shall be sold at the lowest possible rates consistent with sound 
business principles (Tennessee Valley Authority Act of 1933; Bonneville Act 
of 1937; Fort Peck Act of 1938; Flood Control Act of 1944). 

5. Power disposal shall be such as to encourage widespread use and to prevent 
monopolization (Tennessee Valley Authority Act of 1933; Rural Electrification 
Act of 1936; Bonneville Act of 1937; Fort Peck Act of 1938; Flood Control 
Act of 1944). 

These basic policies are prescribed by Congress. It is the job of the Depart- 
ment of the Interior to carry them out, and to see that the administration of 
its power programs will in fact secure these objectives. The following prin- 
ciples are designed to implement the congressional policy. They will guide all 
staffs and officials of the Department who deal with power. 


I. PLANNING AND CONSTRUCTION 


(a) Hydroelectric generating facilities shall be designed and installed in all 
projects where feasible. The project shall have its own steam standby and 
reserve facilities where necessary to independent operation om an economical 
and efficient basis. 

(b) Facilities shall be designed and installed to provide the type of power 
and service required by public agencies and cooperatives. 

(c) Construction shall be economical and efficient. 

(d@) Government hydroelectric plants within a region shall be integrated by 
transmission ties. 

(e) Transmission outlets to existing and potential wholesale markets shall 
be adequate to deliver power to every preferred customer within the region 
upon fair and reasonable terms. They must be owned and controlled by the 
Government unless privately owned facilities should be made available upon 
terms which assure full accomplishment of the basic objectives of the con- 
gressional power policy and which do not reward the private company simply 
because of its strategic location or monopolistic position. 

(f) Allocations of costs on multiple-purpose projects shall not result in power 
consumers paying for facilities not fairly to be attributed to the operation of 
the power system, except as may be necessary to make the project feasible as 
required by law. 

OPERATION AND SALES 


(a) Active assistance, from the very beginning of the planning and authoriza- 
tion of a project, shall. be given to the organization of public agencies and 
cooperatives for the distribution of power in each project area. The statutory 
objectives are not attained by merely waiting for a preferred customer to come 
forward and offer to purchase the power. 

(b) Operations shall be economical and efficient. 

(c) Wholesale rate schedules shall be nondiscriminatory and shall be de- 
signed to bring power at the lowest possible rates to distributors that are 
principally serving domestic and rural consumers. 

(d) Resale rate and other provisions shall be included in wholesale contracts 
with distributors to insure that power is furnished to the ultimate consumer 
at the lowest possible rates, which shall reflect as nearly as may be the cost 
of the service. 

(e) Publie agencies and cooperatives shall be encouraged to build diversified 
loads and markets and neither the operations nor the markets of these agencies 
or of the Government faciilties shall be restricted by contracts or operating 
agreements which might serve to limit the widespread use of the power from 
the Federal project. 

(f) No contracts shall be made that operate to foreclose public agencies and 
coperatives from obtaining power from the Government project. Contracts with 
these organizations shall recognize their preferential character and assure them 
full opportunity to secure the benefits of Federal power. Contracts with 
privately owned companies shall be limited in time and shall contain provisions 
for the cancellation or modification by the Government as necessary to insure 
preference to public agencies and cooperatives. 

(a) Rates, contracts, and financial data shall be made public. 

(h) A diversified development of the industries and resources of the region 
shall be given active encouragement in order to benefit the load factor and 
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to promote the economic stability of the proje t as well as 
development. 
(i) Public agencies and cooperatives which are exist 


o aid in regional 


+; } ’ , . 
ig or poten lai customers 


of the Federal project shall be given every assistance in promoting sound pro- 
grams and operations. 
This list of guiding principles is not intended to be exhat 


t 
I \ 


ive but is designed 
to serve as the primary operating basis for attaining the objectives which 
Congress has prescribed for Federal power programs. These pinciples will 
guide all staffs and reviewing official of the Department of the Interior who are 


administering power activities. The administration and review of these activi- 
ties will be continued by the agencies and officials here 


Is 


tofore designated, 
Haro_p L, IcKEs, 


" 


Secretary of the Interior. 
AcTS OF CONGRESS PROVIDING THE BASIS OF THE FEDERAL POWER POLICY 


The Reclamation Act of April 16, 1906 (34 Stat. 117; 43 U. S. C., see. 522) 
The Secretary of the Interior may lease surplus power from irrigation projects, 
“giving preference to municipal purposes” (sec. 5). 

Act of July 25, 1912 (37 Stat. 201; 33 U. S. C., sec. 609) : 


Works desirable for 
development of water power authorized 


to be provided in all navigation dams 
“In order to make possible the economical future development of water power” 
(see. 12). 

The Raker Act of December 19, 1913 (88 Stat. 242): Use of national park land 
granted to the city of San Francisco for the purpose of storing water for domes 
tic use and developing power (sec. 1). City “prohibited from ever selling or 
letting to any corporation or individual, except a municipality or a municipal 
water district or irrigation district, the right to sell or sublet the water or the 
electric energy sold or given to it or him” by the city (sec. 6; see U. S. v. San 
Francisco, 310 U. 8. 16 (1940) ). 

The Federal Water Power Act of June 10, 1920 (41 Stat. 1063: 16 U. S. C., 
sec. S00): Federal Power Commission “shall give preference to applications 
* * * by States and municipalities” for permits and licenses to build and operate 
works upon navigable waters (sec. 7). 

Boulder Canyon Project Act of December 21, 1928 (45 Stat. 1057); 48 U.S. C., 
sec. 617d (c) : Contracts for use of hydroelectric energy to be let “in conformit 
with the policy expressed in the Federal Water Power Act 
applications” (sec. 5 (e)). 

Tennessee Valley Authority Act of May 18, 19583 (48 Stat. 58, as amended; 
16 U. S. C., see. 831 et. seq.) : Surplus power “shall be considered primarily as 
for the benefit of the people of the section as a whole and particularly the domestie 
and rural consumers to whom the power can economically be made available, 
and accordingly that sale to and use by industry shall be a secondary purpose, 
to be utilized principally to secure a sufficiently high load factor and revenue 
returns which will permit domestic and rural use at the lowest possible rates 
and in such manner as to encourage increased domestic and rural use of elec- 
tricity” (sec. 11). 

Rural Electrification Act of May 20, 1936 (49 Stat. 1363: 7 U. S. C., 
et. seq.) : Preference to be accorded public and cooperat 
under terms of act. (Nec. 4.) 

sonneville Act of August 20, 1987 (50 Stat. 751; 16 U.S. C., see. 832 et. seq.) : 
To prevent monopolization of electric energy generated at Bonneville project, 
transmission facilities to be constructed and operated (sec. 2 (b)). Preference 
and priority to be accorded to public bodies and cooperatives to insure operatiop 
of project “for the benefit of the general public, and particularly of domesti¢ 
and rural consumers” (sec. 4 (a)). Policy of Congress declared to preserve 
preferential status of public bodies and cooperatives and to give people within 
economic transmission range reasonable time and opportunity to organize such 
bodies for purchase of electric energy (sec. 4 (d)). Contracts with privately 
owned utilities to contain cancellation clauses to permit power to be diverted 
> preferred customers (sec. 5 (a) (2)). 

Fort Peck Act of May 18, 1988 (52 Stat. 403; 16 U. S. C., see. 833 et seq.) : 
To encourage widest possible use of electric energy and prevent monopolization 
thereof by limited groups, transmission lines and appurtenant facilities to be 
provided at Fort Peck project (sec. 2 (b)). Preference to be accorded public 
bodies and cooperatives to insure operation of project “for the benefit of the 
general public, and particularly of domestic and rural consumers (sec. 4). 


as to conflicting 





see. 901 


ive bodies seeking loans 
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Flood Control Act of June 28, 1938 (52 Stat. 1215; 38 U. S. C., see. 701j) : 
Penstocks to be installed in any dam “adapted to possible future use in the 
development of hydroelectric power” (sec. 4). 

Reclamation Project Act of August 4, 19389 (53 Stat. 1187: 483 U. S. ¢ 


tS5h Pe B= 


sec. 
Preference in sales of power to be given public bodies and to coopera- 
tives and other nonprofit organizations financed in whole or part by the Rural 
Electrification Administration (see. 9 (¢)) 

Flood Control Act of December 29, 1944 (58 Stat. SST): Surplus electric energy 
developed at reservoir projects to be disposed of “in such a manner as to encour- 
age the most widespread use thereof at the Lowest possible rate to consumers 
consistant with sound business principles :” preference to be given in sale of such 
energy to “public bodies and cooperatives ;” and, where necessary, transmission 
lines and related facilities to be constructed or acquired to make such energy 
available, in wholesale quantities, “on fair and reasonable terms and conditions 
to facilities owned by the Federal Government, public bodies, cooperatives and 
privately owned companies” (see. 5). Penstocks to be installed in any dam 
adapted to possible future use in the development of hydroelectric power (sec. 10). 

Flood Control Act of March 2, 1945 (Publie Law 14, 79th Cong.) : Penstocks 
adapted to possible future use in the development of hydroelectric power to be 
installed in any dam when approved by the Secretary of War upon recommenda- 
tion of Chief of Engineers and of Federal Power Commission: such recommenda- 
tions to be based upon consideration of the proper utilization and conservation 


in the public interest of the resources of the region (sec. 2). 


Mr. Aanpati. It became thet responsibility of the Power Utilization 
Division of the Bureau of Reclamation to work out detailed instrue- 
tions to our staff in the field to implement the position that was estab- 
lished by the new power policy. 

In the Missouri Basin and particularly in the Eastern Division of 
the Missouri Basin, power from Gavins Point, Fort Randall, and Gar 
rison are soon to come into production and, a little bit later, power from 
the Oahe project. This power, sizable in amount, was to be marketed 
in the malian area of the Missouri Basin, which is an area in which 
very little Federal power had been previously marketed, so that in 
that area we were really embarking upon a process of entering into 
contracts with a Ik: arge number of new customers. Qur field force in the 
Bureau of Reclamation needed more detailed instructions as to what 
was meant by the power policy of August 18 when we actually came 
to apply it to the process of contract negotiation, and it was to meet 
that situation in an area where we were soon to be in the process of 
contracting for and marketing large blocks of power that the Missouri 

sasin marketing criteria were established. 

Under the Missouri Basin power marketing criteria several things 
were provided for. In the first place, a marketing area was estab- 
lished. That area was one that was determined to be within economic 
marketing distance from the source of power. There is provision in 
the marketing criteria for going bevond the limits of this designated 
area if it should be found later on that there is more power than can 
be m: aa within that area that was first set up. 

In the marketing criteria we provide that the power shall first be 
available to the preference customers. In the criteria as they were 
issued in September of 1953 and released, we did not spell out in detail 
what was going to be done to meet the growing needs of preference 
customers. We felt that there was ample room in the criteria as origi 
nally worded to handle those problems administratively when we got 
into the process of contract negotiation. Towever, many questions 
eame in from the field, and, for the purpose of clarification and ex- 
planation, on October 27 T sent a. memorandum to the Commissioner 
of the Bureau of Reclamation. That memorandum is an official docu- 
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ment in the Department of the Interior and carries the same force and 
weight that the criteria itself has, and so it supplements and expands 
and explains more in detail what we at that time expect d to do under 
the Missouri Basin power-marketing criteria. 

(COMMITTEE NoTE.—Following are the September 9 criterium for 
the western division, the September 10 criterium for the eastern div 
sion, and the October 2%, 1955, memorandum on M ssourl Basu 
power-marketing criteria :) 


DEPARTMENT OF THE IN 10 


MEMORANDI 


To: Secretary of the Interior 

from: Commissioner, Bureau of Reclam 

Subject: Marketing criteria for western division—Missouri River Basin, ¢ 
rado, Wyoming, and western Nebraska 





The present status of power supply from existing powerplants and those : 
pated to go into operation in the near future, and its relation to the power require 
nents of existing and prospective customers, uve caused us to review the 
Bureau's entire plan of p er marketing in the western division of the Missoul 
River Basin. As a result of our study, we propose and recommend the following 
plan for disposal of available power in Colorado, Wyoining, and western Ne 
braska. For your convenience in considering the plan, a map of the affected are 
is attached. This map shows the lines of the Bureau which exist and are 
construction as well as delineating generally the areas covered by existing 
ing arrangements 

The plan is discussed in the folowing paragraphs under the respective headil 


of “Power Supply,” “Marketing Criteria,” and “Rates 
Powe r SUP] ly 


1. The power and energy avuilable for sale on a firm-power basis will be deter 


tined after taking into consideration the hydrology of strea floy th ent 
and severity of less than average water conditions, th eration of water opera 
tions on different streal = the load pattern of ~t itl ite Tics of the I irket li 
area, and other pertinent factors, Tcoterminations also anticipate the purchase 
of thermal generated energy from available sources in the area to supple 
energy available in low-wate1 Vea toan an litt exceeame t wh 
be available under averace water conditions Asa minimu [ ene Vv capa 
ties may be considered to be not less than 110 percent of adverse year energ 

ided this does 1 ! in greater than avera eur energy Experience has 
shown hat ! ( yi ( il \ vu ( bis ] hi ed ‘ ! n 
ol ser due t ! Thal r WwW 1 ! i! ( l ( ! t 
ive Tels recon tions lt he aj )) tion of tl teria nust he ecognized 
{ t the Fea Government does ta he j re ( 
fore t purchase ¢ el il gener | \ { e | nd l 

b . Will be kept to a n ! 

2. Peaking capacity will be considered as that system capacity on a 
water-year basis which is in excess of the capacity required for 1 power 
No energy will be considered associated h peaking . 
capacity will only be to customers having generating equi] I} nd 
of sale of peaking capacity will normally require that the purchaser sup 
the Bureau, during off-peak period, energy equivalent to the energy «de re 





the Bureau during the period of use of peaking capacity, but othe 
energy exchange may be considered 

3. Unless there are contributing factors which would dict 
part of the system's firm power capability will be held as a reserve since 
ion of several widely separated powerplants is possible and the limiting f 


on firm power capability is energy and not machine ¢ Lppere 


Marketing criteria 


1. While the Reclamation Act of 1939 provides that the term of powe: 
shal! not be in excess of 40 years, contracts will not be made for tern ECOEL 
20 years unless there are special conditions which will warrant a greater 


tract term. 
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2. The amount of power which the Bureau commits itself to deliver wil! 
remain as a commitment throughout the term of the contract and there will be 
no condition of sale which will permit the power thus committed to be withdrawn 
for service to other existing or potential customers. 

3. The conditions of sale will not be predicated upon the proposed use of the 
power by the customer. 

No commitments relative to the rates at which power will be resold will be 
required from the customer. The use of the present resale rates articles will 
be eliminated, but contracts with nonpreference utilities will require that savings 
by reason of purchase of power be passed on to ultimate consumers and that 
the contractor will make demonstration of such fact when so required by the 
secretary. 

4. The Bureau power systems are normally designed to supply firm power 
to customers at the normal load factor of the market area. Since those customers 
which purchase Bureau power for use in conjunction with other power sources, 
could use energy at a load factor greater than their system load factor, restric- 
tions will be imposed as necessary to preclude the use of Bureau power at a 
load factor greater than normal system load factor. 

5. No provisions will be made in the terms and conditions of sale which will 
result in automatic increases in the initial power-commitment without a proper 
compensation for the increased power reserved. 

6. The contract will state that it is the customer’s responsibility to have or 
Secure other sources of power to meet his needs in excess of the amounts 
stipulated in his contract with the Bureau. 

In order to give equal opportunity to all potential purchasers of power which 
will be produced in powerplants which will begin operation in the indefinite 
future, announcement of power to be available will be made at an appropriate 
time prior to such initial generation. Applications for power will then be 
received and sales of power made in accordance with such criteria as may then 
exist. 

7. The available power will be disposed of in the following priority of con- 
sideration: (a@) present power commitments, (0) requests of customers which 
can be served from present facilities and arrangements, and (¢) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all customers, to the extent requested by the 
customer, will be amended to extend the term thereof in accordance with Item 1 
of these marketing criteria, i. e., a maximum of 20 years from the present time, 
and to eliminate, if included therein, the option of the United States to withdraw 
power for service to other customers and to eliminate all control except a re- 
quirement that nonpreference utilities pass savings on to ultimate consumers. 

(>) Remaining available power will be allocated to fulfill the requests of 
first (i) preference type customers and next (ii) nonpreference type customers 
for power for use in areas covered by and which can be supplied from Bureau 
of Reclamation transmission lines, existing or under construction, or by existing 
wheeling arrangements. 

For the purposes of this section, modifications of present wheeling contracts 
to cover new points of delivery on the wheeling contractor’s power system and 
additional wheeling arrangements with others will be considered as “existing 
wheeling arrangements,” so long as the service area is not generally extended. 

Power hereunder not contracted for within a reasonable period following its 
proffer will be available for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (0) above will be available for disposal over transmission facilities to be 
constructed by the Bureau or by new wheeling arrangements to first (i) 
preference-type customers and next to (ii) non-preference-type customers. It 
will be the objective to dispose of power available in this category so that the 
use of power will be within an area considered to be within a reasonable trans 
mission distance from the point of generation. 

8. The market criteria outlined in 7 (a), (bj), and (c) above will apply to 
firm power, secondary energy, and peaking capacity. 

9% Dump energy sales will be made with a view to obtaining the maximum 
revenue. When the revenue from such sales from several customers falls 
within the same rate block, the preference in delivery of dump energy will be 
given to the preference class customer. Rate blocks will be established in the 
following manner: i. e., block 1—4.5 to 4.01 mills, block 2—4.0 to 3.51 mills, 
block 3—3.5 to 3.01 mills, ete. 
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1 10. In connection with power sold and transmitted over the lines of others 

e under wheeling arrangements, the Bureau will absorb not more than 1.0 mill per 

b kilowatt-hour and associated losses of the wheeling charge for transn n 
firm power. Care will be taken to hold wheeling commitments to less than 1 

e mill where, because of short distance or other reasons, a smaller nou 
adequate compensation. The customer wil pay all wheeling fees pr 

e and energy loss allowances incurred in the delivery of secondary or d 

Ll energy. 

s 11. In lieu of wheeling power and energy over the transmission lines of 

t public bodies and generating and transmission cooperatives for electric servic 

e to nonprofit cost-of-service customers or member Cooperatives of such agencies 


(which nonprofit customers or member cooperatives have representation w 





the parent agency and which purchase power and energy for resale), the Bu 
s reau may make arrangements with these agencies as contractors for diré¢ 
Sy delivery ana sale of firm power and energy to them for resale to nonprofit cost 
2 of-service customers or member cooperatives subject to the following conditions 
‘a as conclusively determined by the Department: 

(a) Delivery of such firm power and energy shall be at the points of int 

ll connection of the integrated transmission systems of the Contractor and the 
T Bureau and, although the power and energy so delivered are resold to cost-of 

service members or member cooperatives, the responsibility of the Bureau shal 
r not extend beyond such points of delivery. 
Ss (0) Such arrangements will be made by the Bureau only when a substantial 

number of cost-of-service customers or member cooperatives are served by thie 
h contractor for each point of interconnection betwen the Bureau and the Col 
c tractor. 
e (c) The contract terms and conditions for such service to the contractor 
e shall be those normally contained in contracts with public bodies and cooperatives 
n (d) In view of the savings made by the Bureau under such arrangements 

{such savings including cost of transmission either by wheeling or by trans 
” mission over Bureau lines, transmission losses, processing of individual power 
h contract with cost-of-service customers or member cooperatives, reading of 
yr meters of such customers over rather large areas, accounting and billing for such 

customers, ete.), the contractor will be afforded a discount from the rate schedule 
ee 


otherwise applicable in an amount equal to the savings per kilowatt-hour made 
1 bv the Bureau, but not in excess of the lesser of the contractor's service cost per 
es kilowatt-hour or 1 mill per kilowatt-hour of firm energy sold and delivered 








W the contractor. 

a (ce) Whenever the contract rate of delivery is increased or decreased, the dis 

. count per kilowatt-hour will be redetermined 

Di (f) The contractor shall furnish the Bureau with a list of cost-of-service 

S customers or member cooperatives and the Bureau will not in any month allow 

u the discount to the contractor on a greater number of kilowatt-hours, plus reason 

= able allowance for losses, of firm energy that such cost-of-Service members or 
member cooperatives received from the contractor. 

‘s 


(ag) No discount will be afforded on the rate for secondary and dump energy 
purchased by the contractor 
is 12. In respect to contracts for the sale of power. in western Nebraska, the 


Bureau will continue to require the clearances of the present public power 





iS agencies in Nebraska in accordance with the procedures detined in the existir 
contract with the Consumers Public Power District. This procedure is thereit 

) stated as follows: 

e “GENERAL MARKETING PROVISIONS 

) 

[t “7? The United States, in recognition of the contractor's status as a 

le subdivision of the State of Nebraska, will not contract for the sale of power t 

S anv customer served or under contract to be served from the contractor’s trans 
mission system unless and until such customer has made arrangements whicl 

0 protect the financial position of the contractor insofar as any investment 
venerating plants, transmission lines, substations, and related facilities made 

m the contractor to supply power to the customer is involved. Prior to entering 

ls into a contract with a customer served or under contract to be served by the 

ye contractor the United States is to be satisfied that -the specified arrangements 

1e have been made, either by voluntary arrangement between the customer a he 

S, contractor, or by proceedings under the laws of the State.” 


41137—54—_—2 
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Rates 


1. As a result of the criteria which will permit customers to contract for power 
for a relatively long term on a nonwithdrawable basis, many customers may 
desire to contract for amounts of power in excess of their present needs in order 
to provide for anticipated future load growth. On the other hand, the Bureau of 
Reclamation power generating plants generally have a fixed limit on power 
capabilities, and rate levels have been established in contemplation that demand 
or capacity charges will be received on the full amount of firm power, except for 
possibly a rather short development of load period. In order to assure this 
objective, the present firm power rate schedule will be modified to provide that 
the aggregate of demand charges in any contract year shall not be less than 
59.60 per kilowatt of the contract rate of delivery, the contract rate of delivery 
for this purpose being considered during 

First year of contract as SO percent of full contract rate of delivery, 
second year of contract as 90 percent of full contract rate of delivery, and 
subsequent years of contract as 100 percent of full contract rate of delivery. 

2. Modification will be made in rate schedules as necessary to eonform with 
item 1 above 

3. The Bureau will generally sell dump energy at 85 percent of the decremental 
fuel cost of the purchaser but with a ceiling at the level of the first block of 
the energy section of the firm power rate schedule; i, e., presently 4.5 mills per 
kilowatt-hour 

t. Rates will be subject to review and adjustment as often as deemed neces- 
sary. Such review shall be made at least once in every 5 vears. 

A fuller discussion of the background and proposals in connection with rates 
for the sale of power, including rate schedules for departmental approval, is 
included in the attached Report on Rate Schedules for the Western Division, 
Missouri River Basin. 

The proposals herein are confined to the western division, Missouri River 
Basin. Many of the same problems existing in the western division today alse 
exist in the eastern or main stem area of -the Missouri River Basin projeet 
Other additional problems may exist in the main stem area in the future. The 
Bureau is studying the relationship of present and contemplated loads in the 
eastern division in respect to present and foreseeable power supply. The work 
ubility of these proposals for the western division has been considered in relation- 
ship to the eastern division, subject to appropriate and comparable changes in 
eastern division rate schedules and possible delineation of initial and subsequent 
marketing areas, and appears satisfactory. Our particular recommendations in 
respect to the eastern division have been submitted to you in a 
memorandum, 


separate 


If you approve the western division proposals contained in this memoranduna, 


the Bureau will implement your decision by publicly announcing the amount 


of available power for which it will entertain applications. The time during 
which such applications would be received would be limited to 90 days after 
the general announcement The Bureau will then proceed to negotiate and 


present for your approval contracts consistent with the plan herein described 
The Bureau recommends your approval of this plan and authority to carrs 
it into effect 
W. A, DEXHEIMER, Commissioner. 
Approved: September 11, 19538. 
FRED G. AANDAHL, 
{ssistant Necretary of the Interior. 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
BUREAU OF RECLAMATION, 
Washington 25, D. C., September 10, 1958. 


MEMORANDUM 

To: Secretary of the Interior 

From: Commissioner of Reelamation. 

Subject: Marketing criteria for eastern division, Missouri River Basin, com 
prised of all or portions of Montana, North and South Dakota, Nebraska, 
Iowa, and Minnesota 

The present status of power supply from existing powerplants and those antict- 
pated to go into operation in the near future, and its relation to the power re- 
qairements of existing and prospective Customers, have caused us to review the 
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Bureau's entire plan of power marketing in the eastern division of the Mi 
River Basin. Asa result of our study, we propose at 
plan for disposal of available power in the eastern divisiot kor you 


venience in considering the plan, a map of the affected area is attached 
map shows the lines of the Bureau which exist and are under « stru 
well as delineating generally the areas eovered by existing wheeling arrange 


ments. 
The plan is diseussed in the following paragraphs under the respective head 
ings of “Power Supply,” “Marketing Criteria,” and “Rates.” 
Power supply 
1. The power and energy available for sale on a firm power basis 
termined after taking inte consideration the hydrology of stream flow, tl 


L bee «le 
f 1e let 
and severity of less than average water conditions, the integration of wat 
operations on different streams, the load pattern of separate sections of t] 

keting area, and ether pertinent factors. Determinations also anticipate the 
purchase of thermal-generated energy from available sources in the area to 
plement energy available in low water years to an amount not exceeding th 


which would be available under average water conditions. As a minimum, fil 


energy capabilities may be considered to be not less than 110 percent of adver 
veur energy previded this does not result in greater than average vear energy 
Experience has shown that sale ef power on an average year basis has 
quired curtailment of service due to insufficiency ef water and imability t 
ment such energy te average year conditions. In the application of this criteria 
it must be recegnized that the Federal Government does not assume a 
responsibility, and therefore the purchase of thermal-generated energy to fir 
the hydre, as indicated above, will be kept to a minimum. 

2. Peaking eapacity will be eonsidered as that system: eapacity on am 


witer-year basis which is in excess of the eapacity required f 








. ‘ ‘ i: 3 
No energy Will be considered associated with peaking capacity, as sale of s 
capacity will only be te eustomers having generating equipment i} 
ditions of sale of peaking eapacity will normally require that the purchaser 
pply te the Bureau, during off-peak period, energy equivalent te the er 
livered by the Bureau during the period of use of peaking capacity, but « 
ratios of energy exchange may be considered 
3%. Uniess there are eontributing factors which would dictate otherwise 
part of the system’s firm power eapability will be held as a reserve since inte 
tien of several widely separated powerplants is possible and the limiting factor 


er firm power eapaubility is energy and not machine eapacity 


Varketing evifevia 

1. While the Reclamation Aet of 1950 provides that the term of a powe 
tract shall not be in excess of 40 vears, contracts will not be made for 
exceeding 20 years unless there are special conditions which will wart 
greater contraet term. 

2. The amount of power which the Bureau e«ommits itself to de 
remain as a commitment throughout the term of the contract and there 1th ht 
ne eondition ef sale which will permit the power thus committed t itty 


for service to other existing or potential customers 
3. The eonditions of sale will not be pred cated upon thie propose a 


power bv the «ustomer 

No commitments relative te the rates at which power wi | res 
required from the eustome The use of the presen esale rate l 
be eliminated, but contracts with nonpreference utilities will require 
DV renson of t) irchase of power be passed on to-u mate cor 
eentractor will make demonstration ef such fact when so req ed 
secretary 

4. The Burean power systems are normally designed to supply fi 
eustomers at the normal load factor of the market area Sines 
tomers which purchase Bureau power for use in conjunction with otl ‘ 
seurces, could use energy at a load factor greater than their system load 
restrictious will be imposed as necessary to preclude the use of Bure 
afta load factor greater than normal system load factor 


» No provisions will be made in the terms and conditions of sale whiel 


result in automatie increases in the initial power commitment witho | 
eeype! sation for the ICrease a power reser ed 

6. The contract will state that it is the customer's responsibility 
secure other sources of power to meet his needs in excess of the amounts 


jates in his contraet with the Bureau 
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In order to give equal opportunity to all potential purchasers of power which 
will be produced in powerplants which will begin operation in the indefinite 
future, announcement of power to be available will be made at an appropriate 
time prior to such initial generation. Applications for power will then be 
received and sales of power made in accordance with such eriteria as may then 
exist. 

7. The available power will be disposed of in the following priority of con- 
sideration: (a) Present power commitments, (0) requests of customers which 
can be served from present facilities and arrangements, and (c) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all customers, to the extent requested by the 
customer, will be amended to extend the term thereof in accordance with item 1 
of these marketing criteria, i. e., a maximum of 20 years from the present time, 
and to eliminate, if included therein, the option of the United States to with- 
draw power for service to other customers, and to eliminate all control except 
a requirement that nonpreference utilities pass savings on to ultimate consumers. 

(b) Remaining available power will be allocated to fulfill the requests of first 
(i) preference-type customers and next (ii) nonpreference type customers for 
power for use in areas covered by and which can be supplied from Bureau of 
Reclamation transmission lines, existing or under ¢oenstruction, or by existing 
wheeling arrangements. 

For the purposes of this section, modifications of present wheeling contracts 
to cover new points of delivery on wheeling contractor's power system and addi- 
tional wheeling arrangements with others will be considered as existing wheeling 
arrangements, so long as the service area is not generally extended. The extent 
of Eastern Division service area is described as Montana east of the Continental 
Divide, all of North and South Dakota, Nebraska east of the 101° meridian, Iowa 
west of the 9414° meridian, and Minnesota west of a line on the 9414° meridian 
from the southern boundary of the State to the 46° parallel and thence north- 
westerly to the northern boundary of the State at the 9614° meridian. 

Power hereunder not contracted for within a reasonable period fellowing its 
proffer will-be available for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (%) above will be available for disposal in extended areas over transmission 
facilities to be constructed by the Bureau or by new wheeling arrangements te 
first (i) preference-type customers and next to (ii}.non-preference-type cus- 
tomers. It will be the objective to dispose of power available in this category 
so that the use of power will be within an area considered to be within a reason- 
able transmission distance from the point-of generation. 

8. The market criteria outlined in 7 (a), (0), and ¢¢) above will apply te firm 
power, secondary energy, and peaking capacity. 

9. Dump energy sales will be made with a view to obtaining the maximum 
revenue. When the revenue from such sales from several customers falls within 
the same rate block, the preference in delivery of dump energy will be given te 
the preference class customer. Rate blocks will be established in the following 
manner, i. e., block 1—3.5 to 3.01 mills; block 2—28.0 to 2.51 mills: bloek 3—2.4 
to 2.01 mills; ete. 

10. In connection with power sold and transmitted over the lines of others 
under wheeling arrangements, the Bureau will absorb not more than 1%.0 mill per 
kilowatt-hour and associated losses of the wheeling charge for transmission of 
firm power. Care will be taken to hold wheeling commitments to less than 1.0 
mill where, because of short distance or other reasons, a smaller amount is ade- 
quate compensation. 

The customer will pay all wheeling fees and power and energy loss allowances 
incurred in the delivery of secondary or dump energy. 

11. In lieu of wheeling power and energy over the transmission lines of public 
bodies and generating and transmission cooperatives for electric service to non- 
profit cost-of-service customers or member cooperatives of such agencies (which 
nonprofit customers or member cooperatives have representation with the parent 
agency and which purchase power and energy for resale), the Bureau may make 
arrangements with these agencies as contractors for direct delivery and sale 
of firm power and energy to them for resale to nonprofit cost-of-service customers 
or member cooperatives subject to the following conditions as conclusively de- 
termined by the Department: 

(a) Delivery of such power and energy shall be at the points of interconnec- 
tion of the integrated transmission systems of th> contractor and the Bureau 
and, although the power and energy so delivered are resold to cost-of-service 
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members or member cooperatives, the responsibility of the Bureau sha 
extend beyond such points of delivery. 

(b) Such arrangements will be made by the Bureau only when a substantial 
number of cost-of-service customers or member cooperatives are served by the 
contractor for each point of interconnection between the Bureau and the 
contractor. 

(c) The contract terms and conditions for such service to the contractor 
be those normally contained in contracts with public bodies and cooperative 

(d) In view of the savings made by the Bureau under such arrangements 
(such savings including cost of transmission either by wheeling or by trans 
mission over Bureau lines, transmission losses, processing of individual power 
contracts with cost-of-service customers or member cooperatives, reading of 
meters of such customers over rather large areas, accounting and billing for 
such customers, ete.), the contractor will be afforded a discount from the rat 


sf 


ba 


e 
schedule otherwise applicable in an amount equal to the savings per kilowatt 
hour made by the Bureau, but not in excess of the lesser of the contractor's 
service cost per kilowatt-hour or 1 mill per kilowatt-hour of firm energy sold 
and delivered to the contractor. 

(e) Whenever the contract rate of delivery is increased or decreased, the d 
count per kilowatt-hour will be redetermined. 

(f) The contractor shall furnish the Bureau with a list of cost-of-service 
eustomers or member cooperatives and the Bureau will not in any month allow the 
discount to the contractor on a greater number of kilowatt-liours, plus reasonable 
allowance for losses, of firm energy that such cost-of-service members or member 
cooperatives received from the contractor 

(g) No diseount will be afforded on the rate for secondary and dump energy 
purchased bythe contractor. 

12. In respect to contracts for the sale of power in the Nebraska area, the 
Bureau will Continue to require the clearances of the present public power agencies 
in Nebraska in accordance with procedures stated as follows : 

“GENERAL MARKETING PROVISIONS 
“— The United States, in recognition of the Contractor's status as a political 


subdivision of the State of Nebraska, will not contract for the sale of power to any 
eustomer served or under contract to be served from the Contractor’s Transmis- 
sion System unless and until such customer has made arrangements which pro 
the financial position of the Contractor insofar as any investment in generating 
plants, transmission lines, substations, and related facilities nade by the Con 
tractor to supply power to the eustomer is involved. Prior to entering 
contract with a customer served or under contract to be served by tl 
the United States is to be satisfied that the specified arrangements | 
made, either by voluntary arrangement between the customer and the C 
or by proceedings under the laws of the State.” 


Rates 


1. AS a result of the criteria which will permit customers to contract for 
for a relatively long term on a nonwithdrawable basis, many custome! 
desire to contract for amounts of power in excess of their present needs in order 
to provide for anticipated future load growth. On the other hand, the Bureau of 
Reclamation power generating plants generally have a fixed limit on power 
capabilities, and rate levels have been established in contemplation that demand 
or capacity charges will be received on the full amount of firm power, except for 
possibly a rather short development of load period In order to assure this 
objective, the present firm power rate schedule will be modified to provide that 
the aggregate of demand charges in any contract year shall not be than 
$7.20 per kilowatt of the contract rate of delivery, the contract rate of delivery for 
this purpose being considered during— 

First year of contract-as 80 percent of full contract rate of delivery, second 
year of contract as 90 percent of full contract rate of delivery, and subsequent 
years of contract as 100 percent of full contract rate of delivery. 

2. Modification will be made in rate schedules as necessary 
item 1 above. 


t + 
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e Contractor 
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mtractor 


to conform with 


3. The Bureau will generally sell dump energy at 85 percent of the decre 
mental fuel cost of the purchaser but with a ceiling at the level of the first block 
of the energy section of the firm power rate schedule, i. e., presently 3.5 mil 
per kilowatt-hour. 

4. Rates will be subject to review and adjustment as often as deemed neces 
Sary. Such review shall be made at least once in every 5 years. 


le 
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A fuller discussion of the background and proposals in connection with rates 
for the sale of power, including rate schedules for departmental approval, is in- 
cluded in the attached Report on Rate Schedules for the Eastern Division, Mis- 
souri River Basin 

If you approve the eastern division proposals contained in this memorandum, 
the Bureau will implement your decision by publicly announcing the amount of 
available power for which it will entertain applications. The time during which 
such applications would be received would be limited to 90 days after the gen- 
eral announcement. The Bureau will then proceed to negotiate and present for 
your approval contracts consistent with the plan herein described. 

Your approval will also be your authority to the Bureau to transmit to the 
Federal Power Commission for confirmation and approval the rate schedules 
for the Fort Peck project included in the attached report. 

The Bureau recommends your approval of this plan and authority to carry 
it into effect. 

W. A. DEXHEIMER, 
Commissioner. 

Approved: September 14, 1953. 

FRED G. AANDAHL, 
Assistant Secretary of the Interior. 





UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washinaton D. C.. October 27, 19538 
MEMORANDUM 
To: Commissioner of Reclamation, 
From: Assistant Secretary Aandahl. 
Subject: Missouri Basin power marketing criteria. 

Questions and interpretations coming in from the Bureau of Reclamation 
personnel and from power customers and other interested parties indicate that 
a supplemental statement and a more detailed explanation of the Missouri Basin 
marketing criteria would be helpful. This memorandum will serve as a guide in 
interpreting the criteria. 


1. The expected timetable under procedure as set up in criteria: 


1. Present contracts will continue in full force and effect unless it is mutually 
agreed to change them. 

2. The first round of applications is to be in by January 1, 1954. Immediate 
tabulation will be made to see how requests check with power declared to be 
available in 1954, 1955, and 1956. Several months then will very likely be 
needed to complete contracts with preference customers who have made applica 
tion and to enter into additional wheeling contracts necessary to reach them 
Many of these contracts will be in whole or in part for power that will not be 
available until 1955 or 1956. The capacity charge in the rate schedule on this 
delayed delivery power will not start to apply in any instance until power is 
available. 

3. After these contracts with preference customers are reasonably well under 
Way and before any contracts with nonpreference customers are made, further 
analysis will be made of preference customer additional needs and also of 
problems associated particularly with rural electrification cooperative growth 
in specific areas. In some instances (as in the case of Canyon Ferry power), 
it may be necessary to enter into temporary power sales contracts until wheeling, 
transmission and preference customer needs can be fully worked out. Under 
the criteria ample time is contemplated for full study of problems and necessary 
adjustments. There will be no rushing into long-time contracts with non 
preference customers. 


B. The purpose of the criteria: 


1. To provide for the orderly marketing of new blocks of Federal hydroelectric 
power in an area, a sizeable portion of which has not had Federal power previ 
ously, and to make this Federal power as helpful as possible in bringing wide 
spread low cost power to domestic and rural consumers. 

2. To establish a recognition that such power is incidental to and a part of 
multipurpose water development, and that the Federal Government is in the 
power business only because in the process of this natural resource development 
such power can be economically produced. 





POWER POLICY 19 


3 3. To sell the power in such a way that it will have the least possible fuel 


in upsetting the established retail sales pattern in the area, either pub 











privately owned, that has been instituted or accepted b the local peopl \t 

tention should be called to the fact that the rural electrification cooperatives 
‘ are established and well recognized systems Phev are organizations that re 
f an entirely new field of cust s who have not previously had electrical se 
i ice, and they are entitled to all reasonable help and encouragement 

tf. To enlist the cooperation and active assistance of local interests in meet 

e ing the full power needs of the people of the area, including the needs of Recla 

mation’s customers beyond the amounts of power that Reclamation has for sale 
° P as the Bureau of Reclamation does not have respons to supply a iture 
S needs of its customers The Federal Government in developing the hydroel 


potential of multipurpose water development projects makes its greatest co! 


\ tribution toward supplying the power needs of the area Stenm plants lend 


themselves efficiently to the ownership and management of local interests It 
is not economically advantageous or desirable for the Bureau of Reclamation te 
own, operate, or be responsi le for the sale of electrical energy fre STe% nt 

Our transmission lines, however, should be available in their excess cupacity for 
transmission of non-Federal power In some cases we will recommend increas 
ing their capacity for this purpose Local interests have indicated on numerous 
occasions that they will supply all steam power needed in the area rhey just 
want to know where the Government will stop. With a detinite Federal criteria 


laid out, local interests can take the steps required for an adequate power suppl) 
at the lowest possible cost. With the great increase of the use of electrical energy, 
Federal hydro will constitute only about 20 percent of the basin’s requirements 
5. To fully recognize in the sale of hydroelectric power the letter and the spit 
of the preference clauses applicable to the region 
6. To place firm, secondary, and dump power under satisfactory sales contra 


atan early date so that the Government may receive revenue badly needed 
| 





meet the charges to be properly covered by income from power sales 


C. The effect of the criteria 


n 1. It is expected that with the exception of several relatively sma ! 

n preference customers, Who are largely dependent on the Bureau of Reclamation 
for their Owe and who Hel t been ceustomers of the bBurea 1 of Reclamation 
many veurs, preference ¢ tomers W contract for all firni powet ‘ 


sale at this time 











‘Y 2. It is net expected that the capacity charge of SO percent of the 
amount during the first vear, 90 percent during the second vear, and 100 perce 
te during the third vear should cause any customer to pay for unused powe1 | 
e provision is intended to discourage the contracting for excess amounts of powe) 
e by an individual customet This should result in retinaining power being ay 
a able for other preference customers during the initial period when the power 
i ' supply is short It also is essential to protect the Government's bad needed 
e revenue. Particularly in the eastern division of the Missouri Basin there she 
is be additional blocks of power becoming available in years after 1956 which should 
is ' toa large degree meet the growing needs of customers in addition to the amounts 
that they needed and placed under contract in the first instance 
er 3. The offer to sell power direct to generation and transmission cooperatives 
er and similar groups with an allowance to them of up to 1 mil comparable to 
ot Wheeling allowed in other instances) is a new and important advantage they did 
th not formerly have 
es $4. No new contracts have as vet been written. They will not get started until 
ufter the first of the vear They will be carefully studied and negotiated in the 
er light of all information and problems that have been brought to our atte 
ry The criteria as issued September 9 and 10 is a starting directive and ill be 
n subject to additions and Clarification as information and specific problems come 
to our attention Such additions and clarifications will be in harmony with 
basic power policy statement of August 18 and the general objectives which 


. are outlined in this memorandum under the subject The Purpose of the Criteria 
AC >. Thinking people willingly adjust their detailed precedure in the light of 


vi working experiences. We, the people in Interior, will join with the peopl 

le customer groups in such adjustment. We intend to work sely with loca 
groups in working out 20-year contracts. The sale of Federal po r in sizable 

of amounts in the Missouri Basin is a relatively new and growing adventure and 

he subject to the pains of such an experience Out of them will come the strengt] 

Lt and the capacity to do a good job. We solicit constructive suggestions from out 


staff and from the public in general. 
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During the Thanksgiving season, I spent 2 weeks in North Dakota, 
and while I was out there I was down to Pierre, S. Dak., where the 
South Dakota State REA Association was holding its annual conven- 
tion, and at that time I had an opportunity to meet with some 15 or 
16 managers of REA cooperatives from the State of South Dakota. 
We talked over a number of the problems that confronted them as they 
were interpreting the power-marketing criteria and as they were pre- 
paring to make applications for power under the criteria. I felt that 
many of the questions they we re asking were pretty well answered in 
the memorandum of October 27 to which I have just referred. How- 
ever, the managers said “Cannot we have that as a part of the criteria 
itself 2” 

While I was out in the two States, I had a telephone call from 
Ancher Nelsen, REA Administrator, here in Washington. I also 
had a call or two from Clarence Davis, Solicitor of the Department of 
the Interior, with whom Ancher Nelsen had been in consultation along 
about that time, and we had pretty well agreed that as soon as I got 
back to Washington we would see if there was not something further 
that could be done to give 2 more complete explanation to the problems 
that were confronting REA managers. 

On December 11, we expanded article 7 of the Missouri Basin power- 
marketing criteria. Inthe expansion of article 7 we left every word in 
the article that was in the original draft. One sentence had a clause 
or two added to it which modified the meaning of that sentence. The 
other additions were in the form of explanatory paragraphs that went 
with other sections of article 7. 

(ComMirree Nore.—Following are the December 11, 1953, memo- 
randums referred to:) 

UNITED STATES DEPARTMENT OF THE INTERIOR, 


BUREAU OF RECLAMATION, 
Washington, D. C., December 11, 1953. 


MEMORANDUM 
To: Secretary of the Interior. 
From: Acting Commissioner of Reclamation. 
Subject: Marketing criteria for western division, Missouri River Basin, Colo- 
rado, Wyoming, and western Nebraska. 

For clarity and more detailed explanation, article 7 of this criteria dated 
September 9, 1953, is hereby expanded. This completely replaces article 7 of 
the criteria. 

7. The available power will be disposed of in the following priority of con- 
sideration: (a) Present power commitments, (b) requests of customers which 
can be served from present facilities and arrangements, and (c) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all preference customers and of those non- 
preference customers that serve communities which by long use have become 
dependent on such power, to the extent requested by the customer, will be 
amended to extend the term thereof in accordance with item 1 of these market- 
ing criteria, i. e., a maximum of 20 years from the present time, and to eliminate, 
if included therein, the option of the United States to withdraw power for 
service to other customers, and to eliminate all control except a requirement 
that nonpreference utilities pass savings on to the ultimate consumer. 

(b) Remaining available power will be allocated to fulfill the requests of 
first (i) preference-type customers and next (ii) non-preference-type customers 
for power for use in areas covered by and which can be supplied from Bureau 
of Reclamation transmission lines, existing or under construction, or by existing 
wheeling arrangements. 

(i) Power available but not needed until a later time by preference customers 
will be reserved for them as a Class by selling it under short-term interim 
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contracts under which it can be recaptured for the preference customers at the 
termination of such contract. 

(ii) Power should not be sold under this category until it is clearly apparent 
that it is in excess of the needs of the preference customers. If there is 
question, it should be sold under a short-term interim contract. 

For the purposes of this section, modifications of present wheeling contract 


a 


to cover new points of delivery on the wheeling contractor’s power system and 
additional wheeling arrangements with others will be considered as “existing 
wheeling arrangements,” so long as the service area is not generally extended. 

In all negotiations great care should be taken to avoid placing excess power 
under contract to a point where the minimum annual capacity charge provisior 
become burdensome. If existing contracts are changed to avoid burdensome 
minimum charges, such contractors will have first choice for new power or 
power held in reserve for preference customers. 

In all negotiations existing contracts will be recognized as in full force and 
effect and they will be administered under their stated terms and conditions 
unless it is mutually agreed to change them. 

Applications received subsequent to January 1, 1954, will be as closely asso 
eiated with the first round of contract negotiations as possible and processed 
expeditiously. 

Power hereunder not contracted for within a reasonable period following its 
proffer will be available for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (0b) above will be available for disposal in extended areas over transmission 
facilities to be constructed by the Bureau or by new wheeling grrangements to 
first (i) preference-type customers and next to (ii) non-preference-type customers, 
in a manner similar to that outlined in (0b) above. It will be the objective to 
dispose of power available in this category so that the use of power will be 
within an area considered te be within a reasonable transmission distance from 
the point, of generation. 


H. F. McPHar, 

4{cting Commissioner, 

FreD G. AANDAHI, 
Masistant Sveeretary of the Interior 


Approved: December 11, 1953. 


r OF THE INTERIOR, 
SUREAU OF RECLAMATION, 
25, D. €., December 11, 1953 


Usrrep Svares DePARTMEN 
I 


Wash ington 


MEMORANDUM 


To: Secretary of the Interior. 

From: Acting Commissioner of Reclamation. 

Subject : Marketing criteria for eastern division-Missouri River Basin, comprised 
of all or portions of Montana, North and South Dakota, Nebraska, Lowa, and 
Minnesota. 

Yor clarity and more detailed explanation, article 7 of this criteria d: 
September 10, 1953, is hereby expanded. This ¢ompletely replaces article 
the criteria. 

7. The available power will be disposed of in the following priority of con 
sideration: (a) present power commitments, (b) requests of customers which 
ean be served from present facilities and arrangements, and (¢) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all preference customers and of those nonpref 
erence customers that serve communities which by long use have become de 
pendent on such power, to the extent requested by the customer, will be amended 
to extend the term thereof in accordance with item 1 of these marketing criteria, 
i. e., a maximum of 20 years from the present time, and to eliminate, if included 
therein, the option of the United States to withdraw power for service to othe 
eustomers, and to eliminate all control except a requirement that nonpreference 
utilities pass savings on to the ultimate customer. 

(b) Remaining available power will be allocated to fulfill the requests of first 
(i) preference-type customers and next (ii) nonpreference-type customers fot 
power for use in areas covered by and which can be supplied from Bureau of 
Reclamation transmission lines, existing or under construction, or by existing 
wheeling arrangements. 
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(i) Power available but not needed until a later time by preference 


eustomers 
will be reserved for them as a class by selling it 


under short-term interim con- 
tracts under which it can be recaptured for the preference of Customers at the 
termination of such contract. 

(ii) Power should not be sold under this category until it is clearly ap- 
parent that it is in excess of the needs of the preference customers. If there is 
a question, it should be sold under a short-term interim contract. 

For the perposes of this section, modifications of present wheeling contracts 
to cover new points of delivery on wheeling contractor’s power system and ad- 
ditional wheeling arrangements with others will be considered as “existing 
wheeling arrangements,” so long as the service area is not generally extended. 
The extent of eastern division service area is described as Montana east of 
the Continental Divide, all of North and South Dakota, Nebraska east of the 
101° meridian, Towa west of the 9414° meridian, and Minnesota west of a line 
on the 9416° meridian from the southern boundary of the State to the 46° 
parallel and thence northwesterly to the northern boundary of the State at the 
9614° meridian. 

In all negotiations great care should be taken to avoid placing excess power 
under contract to a point where the minimum annual capacity charge provisions 
become burdensome. If existing contracts are changed to avoid 


ay 


burdensome 
minimum charges, such contractors will have first choice for new power or power 
held in reserve for preference customers. 

In all negotiations existing contracts will be recognized as in full force and 
effect and they will be administered under their stated terms and conditions 
unless it is mutually agreed to change them. 

Applications received subsequent to January 1, 1954, will be as closely 


s is 


sociated with the first round of contract negotiations as possible and processed 
expeditiously. 


ower hereunder not contracted for within a reasonable period following its 
proffer will be available for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (b) above will be available for disposal in extended areas over transmission 
facilities to be constructed by the Bureau or by new wheeling arrangements to 
first (i) preference-type customers and next to (ii) nonpreference-type customers, 
in a manner similar to that outlined in (b) above. It will be the objective to 
dispose of power available in this category so that the use of power will be 
within an area considered to be within a reasonable transmission distance 


from 
the point of generation. 


H. F. McPHaAInL 
icting Commissioner. 
Approved : December i, 19583. 


Frep G. AANDAHL, 
Assistant Secretary of the Interior. 

Mr. Minter. May IT ask a question at this point ? 

In the original statement it said “all customers” and that was 
changed to read “to all preference and those nonpreference customers” 
in the December 11 statement. It simply changed it from “all cus- 
tomers” in the September 11 criteria to “all preference and those non- 
preference customers.” What is the difference ? 

Mr. Aanpant. In the original draft we have these words “The 
existing contracts of all customers to the extent requested by the cus- 
tomers.” In the expanded draft we have “the existing contracts of all 
preference customers and of those nonpreferenc e customers that serve 
communities which by long use have become dependent upon such 
power. 

Mr. Mituer. What is the difference ? 

Mr. Aanpaur. You will be interested in this analysis I have of the 
Missouri Basin marketing criteria. 

In the eastern division of the Missouri Basin, we have contracts at 
the present time for 172,085 kilowatts with preference customers and 








” 
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we have contracts for 27,520 kilowatts with nonpreference customers 
In the origin: al wordin es “all oft those eontracts woul { have heen subject 
to negotiation for extension inte ZU vear contracts. That did not 
necessarily me wor however, that all of them would be extended for 
year periods, | wenatise in the eriteria the 20- year per! ind Is set upasa 
maximum and, if administratively we choose to hold some contract to 
jess than 20 cc that eould have been done administratively, We 
reworded that te sav to extend fora 20-year period the 172.085 kilo- 
watts with preference custemers and the only amount made subject to 
limitation ts the 27.520 kilowatts with nonpreference customers. And 
we said inthe expanded eriteria that if the non preference customer has 
used the power long en ough so that the peop le of the commun ity hac 
beeome de pendent tipen suc hy power, the n we Wl il] exten al thr contract 
vith the nonpreference customer. And there we have the pris ilege of 
administrative diseretion in detern mining which of those contracts 
might be extended. But out of the entire amount of power 1n the 
eastern Missourt Basin, there are only 27.520 kilowatts that come 
within the qualification. So the limitation we have made there affects 
only the 27 D20 kilow: tts, 

Mr. Miniter. On that, I notice tn article 7(b) 1) vou have this state 
ment: Power available but not needed until a later time by pre ferer e 
customers v il} be reserved for them as a class by selling it under rt 


term inter! im: contracts under whieh it can be recapti ired for chapel 
erence customers at the termination of such eontract.” 
In the letters I receive folks are disturbed about what is a short 


term interim eontract and where do they stand when they need some 
additional power. Will vou elarify that # 

Mr. Aanpann. [will be glad te do that. But I think preliminary 
to dealing with that particular question, I should take just ad moment 
to explain the three steps that we expect to take under the market 


eriteria. The first is the step under subhead (a) of article T which 
deals with the extension of present contracts to a 20-vear period that 
we have jus st diseussed. Then under item (b) there are two steps 


to be taken. and Lam geing to read from artiele 7 se you will have that 
in mine. 

Remaining available power will be allocated to fulfill the request 
of first (1) pre ference type custome rs and next (11) ee ference type 
enstomers for power for use in areas covered by and which can be sup 
plied from Bureau of Reclamation transmission ines, existing 
under construction, or by existing wheeling arrange ments, 

Now, if is in explanation of the second step, which is the first step 
under (b), of contr: icting with pre ference customers that we have this 
explanatory paragraph to which you refer, and that paragraph pro- 
vides that power avi ailable but not needed until a later time DY preter- 
ence customers will be reserved for them as a class by selling it under 
short-term interim eontracts under whieh it ean be secuntaied for 
preference customers at the termination of such contrats. 

Mr. Minuer. How lone would that be? Would it be 1. 2.3, 4. or 5 
years ¢ 

AanpAni. That will be illustrated by the statement I am now 
going tomake. The only purpose for entering into short-term inte1 
contracts is to have that power available when it is needed by prefet 
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ence customers, and the term of the short-term contract will be such 
number of years—and that might be 1, 2, 3, 4, 5, or whatever happens 
to fit the cireumstances—that will make the power available when the 
preference customer needs it. 

Mr. Mitter. Under the past policy in years back, Mr. Aandahl, they 
had a similar provision for power sold to nonpreference customers 
that took some time to recapture the power. Do you know what the 
average time was 4 

Mr. Aanpanu. The previous type of contract under which power 
would be held in reserve for preference customers was a contract in 
which there was a so-called withdrawal clause, and under the with- 
drawal clause I think anywhere from 24 to 36 months’ notice had to be 
given before the power could be gotten. 

Mr. Miiier. Have there been some long-term contracts under TV A, 
Bonneville, and other sources to large groups for the sale of dump 
power in which there has been no particular rec apture clause ¢ 

Mr. AAnpbAnuL. Yes. Interior has entered into quite a few of those 
contracts under its several power marketing agencies. For example, 
in the Bonneville Power Administration area, there are presently 1,- 
052,460 kilowatts of firm power, not dump power, under long-term 
contracts without a withdrawal clause. 

Mr. Mirtitrr. When was that contract entered inte? De you have 
that ? 

Mr. Aanpaut. I do not have the dates on which they were com- 
pleted or signed, but they were all prior to January 1, 1953. LT happen 
to have a list of dates here when they expire. Just to run down the 
list, it is 1971, 1971, 1967, 1968, and similarly down through the list. 

Mr. Mritier. In other words. 1.240.000 kilowatt hours have been 
contracted for with no withdrawal clause of publie power te private 
groups ¢ 

Mr. Aanpanu. Yes. Those are industrial contracts, and all in- 
dustrial customers, of course, are nonpreference customers under the 
law. I might add and I should add that it has been administratively 
determined that during the term for which these contracts were made 
this power would not be needed by the preference customers 

Mr. Buper. Mr. Secretary, is it not true that in the Hoover Dam 
there is a 50-year contract with the Southern California Edison, 
entered into many years ago? 

Mr. Aanpant. Yes. There is a contract with the Southern Calt- 
fornia Edison Co. entered into on May 29, 1941, for 7.05 percent of the 
tirm energy of the Hoover Dam, and that is a 50- vear contract without 
a withdrawal clasue in it. 

Mr. Buper. In other words, what your policy is doing, then, is 
simply reserving power until such time as the preference customers 

‘an utilize it and not selling it to a private utility for 50 years as was 
done in that instance? 

Mr. Aanpanw. I must say that under the criteria we intend to re 
serve power that is needed by the preference customers so that it will 
be available at the time they need it. 

Mr. Mitrer. Say that again. The power that is sold, if it does go 
to a nonpreference customer, can be recovered if and when they need it. 
Is that what you want to say ? 
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Mr. Aanpaut. I worded it just a little differently from that. I will 

repeat my wording. We intend to sell power that will be needed by 
preference customers on short-term interim contracts so that it will be 
available for them at such time as they need it. 

Mr. Miter. That is the same thing. In other words, if a preference 
‘ustomer needs some additional power, it will be available for him. 

Mr. Enate. But not right there and then necessarily. It would 
depend on how good your judgment is as to when it would be needed. 
If you are pretty good in looking at the crystal ball, you could make 
a pretty good estimate of when they would need the power; but if 
you are wrong in looking at the crystal ball, you are liable to end up 
5 or 10 years beyond the time when it is needed. 

Mr. Aanvaut. I do not think there will be any more difficulty on 
that score than there would be if you entered into a long-term contract 
with a 2- or 3-year period necessary before the power can be with- 
drawn. And if there is any question, we will make the interim con- 
tract short enough so that we will not get into that difficulty, because 
the sole purpose of entering into the interim contract is to have that 
power available at the time when the preference customer needs it. 

Mr. Miuter. You said to have it available. That would depend on 
the wording as to the termination of the contract. 

Mr. AanpDAHL. That is correct. Therefore, the contract would have 
to be a short-term contract so that it can be available when needed. 

Mr. Miter. It might be as short as 1 year? 

Mr. Aanpbaunu. I would say it can be any period of years, 1, 2, 3, 4, 5 
that will make it available when the preference customer needs it. 

Mr. Encie. Do you contemplate contracts for as long as 20 years? 

Mr. Aanpanu. Not under the short-term interim contract. The 
criter ia recognizes circumstances under which 20-year contracts could 
be entered into with nonpreference customers. 

Mr. Eneote. It seems to me that is a loophole where you could leave 
the case without the ends tied up. 

Mr. Aanpaui. That is no different than the circumstances that have 
prevailed all through the past. And as evidence of that we have these 
long-term contracts that have been entered into in the past to which 
I am calling your attention. 

Mr. Enete. I am talking about that power up in the Northwest, 
these power contracts with aluminum companies. They went in there 
and set up plants and predicated the capitaliz: ation upon the fact, as a 
matter of necessity, that they would get power over a long enough time 
so that they could liquidate their capital investment. Is not that true? 

Mr. Aanpant. That is correct. But that recognizes a circumstance 
under which you can justify entering into a long-term contract with a 
nonpreference customer. We have recognized the possibility of that 
same circumstance in the Missouri Basin and have made provision 
under our criteria where, under certain circumstances, we can enter 
into such contracts. 

Senator Burier. Does such a long-term contract carry a withdrawal 
clause ? 

Mr. Aanpaut. No. 

Mr. Encte. Here is the thing that is worrying me; that adminis 
tratively the Interior Department will use its rules to the prejudice of 
these REA’s and public agencies which have preference under the law. 
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Now, if those rules are not tight enough se that administratively they 
cannot be used to deprive the REA’s and publie agencies, people are 
going to look at those rules with a good deal of care, because they have 
been led to believe by some things that have happened that the Interior 
Department does not intend to favor either RE A’s or public agencies 
as preference customers. 

That is the thing that turns on the red light. Whenever we see a 
place where some administrative action «an be taken which in effect 
nullifies the preference provision, then we get a little uneasy about it. 
That is why I am asking about the possibility of doing that sort of 
thing. I grant you that previously it may have been done, too, but 
nobody contends it was done. Iam not say ing that is going to h: appen, 
but Lam saying that is what makes people uneasy. 

Mr. Aanpann. I want emphatically to call your attention to the 
fact that prior to J: anuary 1 the Department of the Interior or the 
power-marketing agencies of the Department of the Interior had no 
marketing criteria whatsoever and it was all dependent on the admin- 
istrative judgme nt of the officials in charge. The only key to a power 
policy prior to January 1 was the power-policy statement of former 
Secretary of the Interior Ickes issued on J: anuary 35, 1946, and I do 
not think you want to be so critical of the administr ative judgment of 
the present group of officials as to say we should have no administra- 
tive judgment whatsoever when, prior to January 1, it was wide open 
and anything could be done that anybody wished to do. . The fact of 
the matter is we have tied up and spelled out pretty much in detail 
safeguards for preference customers that did not exist under any 
criteria prior to January 1, 1953, 

Mr. Mitier. Mr. Chairman, I have a list of contracts with 
privately owned utilities which do not contain a withdrawal ting IsiOn : 
Region 1, Paul Electric Co., 300 kilowatts; Riverside Electric Co., 41 
kilowatts: Idaho Power Co., 2.000 kilowatts. And these are not oul. 
ject to withdrawal. They were entered into in 1947, 1945, and 1950, 

Region 3, Arizona Public Service Co., California Electric Power 
Co., Southern California Edison Co. They were entered inte in 1939, 
1941, and 1941. 

Region 5, Public Service Co. of New Mexico, Community Publie 
Service Co., El Paso Electric Co., Community Public Service Co. Thev 
were entered into in 1940, 1945, 1940, and 1950. And it gives the num- 
ber of kilowatts that they state is firm power not subject to withdrawal. 

And then in the Missouri River Basin there are the Aleova Light 
Co.. the Medicine Bow Electric Co., and the Montana-Dakota Utilities 
Co. These contracts were entered into in 1948, 1949, and 1945. 

With your permission, I would like to make this a part of the record. 
I think it is important because heretofore apparently someone has 
been making contracts for public power with private groups without 
anybody squawking too much about the contracts made to private 
groups and with no withdrawal provisions in the contract. I would 
like to make this a part of the record. 

Mr. Harrison. Without objection, it is so ordered. 

(The matter above referred to is as follows:) 
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Mr. Min LER. Then I would like to ask (rovernor Aandahl this ques 
tion. I do not understand why preference customers must now cor 
tract for more than their present power needs, whereas under the 
previous administration all we had to de was to ask the Bureau for 
more power and it was furnished to them, or is that correct / 

Mr. AANDAHL. Well, there are two parts to that question as I see it. 
In the first place, preference eustomers should not contract for more 
than their present needs plus their anticipated erowth for 1. 2. or 3 
years. There has been a great deal of misinterpretation of what 
should be done. A good lhhk ny people h: ave ap proact hed the al nalysis 
of their criteria on the basis that the *\ should estimate what their total 
needs would be 2U years hene e and prese ntly contract for enough power 
to take care of their needs 20 years hence. It would be impossible to 
estimate the needs 20 years hence and, even if the estimate were made, 
we would not possibly have enough power at the present time to place 
under contract to meet those needs. Under the criteria we onty want 
preference customers to contract for their current needs plus their est! 
mates for 2 or 3 years’ growth. Then if we have some eer 
power which we feel those preference customers will need in 4 or 5 
years, we will place it under a short-term interim contract so th: it it 

vill be available when they need it. 

Furthermore, the powe r-produci ing projec ts on the main stem of the 
Missouri Basin are going to be coming in in successive stages. It Is 
estimated that the Oahe project near Pierre, S. Dak., will not be pro 
ducing power until 1960, and should some adversity develop, it may 
not come in until 1961 or 1962. But whenever that is, there will be a 
large new block of power available for preference customers and ee 
erence customers who today entered into a contract for their present 
needs plus the growth for 2 or 3 years, at the end of that period ¢ 
agal conte act to ine Maen number of kilowatts required from sini ! 
that is available as a reserve under short-term interim contracts o1 
from new blocks of power that will be coming in at a later period. 
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Mr. Miturr. In Colorado where they are about to have ready 115,000 
kilowatts to serve Colorado, Wyoming, and Nebraska, the REA’s are 
asked to make some estimate of their needs several years ahead, and 
they think they will be unable to do that and pay for power they will 
not use. 

Mr. AAnpaAnt. In our oe criteria we have provided for a 
minimum annual capacity charge. That minimum annual capacity 
charge is based upon 80 percent “of the contract price of capacity, so 
that always there is a 20 percent leeway there, running the full 
length of the contract, that takes care of operational fluctuations, 
Then, in addition to that, during the first year of the contract the 
minimum charge is based upon 80 percent of that overall minimum 
annual capacity charge, and during the second year of the contract 
90 percent and during the remaining years of the contract 100 percent 
of the minimum, which is 80 percent of the price for the power placed 
unde r contraet. 

Mr. Miter. You do not anticipate that that formula will cause 
the REA’s to pay for power they do not need ? 

Mr. Aanpan. It would be undesirable to have them apply to any 
appreciable extent. The reason for placing that provision in the cri- 
teria is not to impose additional charges but, rather, to discourage cus- 
tomers from contracting for more power than they need. In addition, 
we have this problem: During the next year or so, particularly in the 
eastern division, the preference customers are going to need more 
power than is available, and if we allow one customer to contract for 
more than he needs and can use, he is going to do that at the disadvan- 
tage of some other preference customers. So, the purpose of the min- 
imum charge is not to impose additional costs upon the preferred 
customer but to discourage them from contracting for excessive 
power. 

I want to call your attention to a paragraph that we have placed in 
article 7, expanded, under date of December 11, to help clarify that 
particular point. This is the paragraph: 

In all negotiations great care should be taken to avoid placing excess power 
under contract to a point where the minimum annual capacity charge provisions 
become burdensome. If existing contracts are changed to avoid burdensome 
minimum charges— : 
and that refers to this case we have at the present time, which in 
some instances may stipulate more power than the customer can use. 
Such contractors will have first choice for new power or power held in reserve 
for preference customers. 

Mr. Miter. Governor, the marketing criteria states that contracts 
with private utilities were made for a maximum of 20 years. Does 
not that imply that the contracts were made for the entire time and, 
therefore, the power which belongs to preferred customers will not 
be available when needed ? 

Mr. Aanpan. In answer to that question I must call your atten- 
tion to the fact that we are arranging for two types of contracts with 
nonpreference customers, and I would like to call your attention 
further to the fact that under date of October 27, in the memorandum 
on the second page of the memorandum, we have this sentence: 

In some instances (as in the case of Canyon Ferry power), it may be necessary 


to enter into temporary power sales contracts until wheeling, transmission and 
preference customer needs can be fully worked out. 
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The reason I call your attention to the memorandum of October 27 is 


because I want you to know that we have been mindful of it fora ’ ng 
time, but in the expansion of the criteria, under date of December 
Rie we place greater emphasis on the tact that we wlil sell sizubie 
amounts of power, if necessary, to nonpre ferred custon iers on the 
short-term, interim contract, and that is the power that will be held 
in reserve for pre ferred custome rs, 

The long-term contract with the nonpreference customers is in- 
tended only for those cases and those situations where we feel t] 
long- term nonwithdrawable contract is justifiable, and there are a 
few instances of that kind. 

Mr. Mitier. { am not going te ask you any further « 
this time, but I have 40 or 50 que stion is = have be 
REA’s and others. I will submi t the ques 
at the next meeting. 

Mr. Harrison. All right. 

Mr. Mitier. Without objeetion, I will subm it th e questions an - I 
think a copy should £0 tot the Governor and his aides so they can be 
pre pared to answer ge to stiens at the next heari ne: 

Mr. AANDAIL. Mr. airman, do I underst: ind hat you want a 
written answer to those yee: ons that we will submit for the record? 
We wl i hevens athe dn Cade 

Mr. Mintzer. fam not p articular whether they 


juestions at 
en sent in DY 


ions to vou for an answer 


y are in writing, but I 
think the answers ought to be in the record. 

Mr. Aanpbaun. I will be ve ry glad to answer them wi 
pared statement if you want it th it way. 


Mr. Encie. Let me make this suggestion, if I may: If it would not 


thout a pre- 


be too much trouble, Governor, to submit the answers prior to the 


hearing, I think it Wwol uld be a sood idea. We woul ld vet a — ce to 
look atthem. It is much easier to get our ideas across to the wit 


? 


when we have had a chance to look at the stateme) ts. Is that 


[eS 


OSS] “ble 6 
Mr. Aanpant. If that is your wish, I would be very glad to do it. 
Mr. Harrison. I think that would be very satisfactory and I think 
it would h ielp th 1e committee considerab ly. 
(COMMITTEE NOTE.—See page 41.) 
Mr. Pinuton. I have just one question: Where you have excess 


power over and above the needs of the preference customers and you 
make a sale on a short-term eontract for 


2,5 or up to 5 years, a1 da 
long-term contract, say, 10 or 15 


years or possbily ‘ ~U years, is there 
wny difference in the price the Government is able to obtain for that 
long-term contract as distinguished from a short-term contract ? 

Mr. Aanpanu. The present way in which that is handled is to 
sell ali firm power at the same price irrespective of the term of the 
contract. 

Mr. Pirrxton. Thank you, sir. 

Mr. Harrison, Senator Butler, do you have any questions at this 
time? 

Senator Burier. No, sir. 

Mr. Harrison. Mr. Rogers, do you have any questions ? 

Mr. Rocers. Just one question: Governor, do I understand in your 
short-term contract, whether it be for 1 year or 20 years, the interim 
contracts will have no withdrawal clause? 

41137—54—---3 
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Mr. Aanpanun. I would like to take exception to the reference of 
20 vears under the short-term contract. The short-term contract will 
be for a much shorter period, and my original thinking was based 
around 2 tod years. You see, we expect that the contractors will coen- 
tract for their present needs, plus about Z years’ crowth, and they could 
do that without feeling the effects of the minimum charge. So, about 


»~) 


2 years is probably the shortest time we will actually need when we 
vet to working on it. 

I have been thinking in terms of the short-term interim contract 
running from 2 to 5 vears, and when there is as short a period as that, 
there is no reason for 2 withdrawable clause in it. 

Mr. Rocers. But, in ‘the longer term contracts of from 5 to 20 vears, 
do you anticipate withdrawal clauses in those contracts ¢ 

firs *» Aanpaun. TL would put it this way: The 20-vear contract is in- 

ide d for those services where we are to give permission to the sale 
and that would not have a withdrawable clause in it. 

Mr. Pintion. [ was going to ask permission for some of the other 
membe vs of the committee who may have questions which they would 
like to submit and which they woul 1 like to be presented at the time Dr, 
Miller presents his questions, if that would be satisfactory. 

Mr. Harrison. If any other member of the committee has questions 
which he would like to submit. he will see that they are submitted 
promptly, and Tam sure that the answers will be forthcoming at the 
time of the next. he “ring. 

Do you have any om Mr. Gross? 

Mr. Gross. Yes, s 

Mr. Aandahl, in oie statement you spoke of the nonpreference con- 
sumer who is given preference status—elevated to a preference cus: 
tomer by virtue of long consumption of electric power, is that correct ? 

Mr. Aanpaun. I did not speak of him as a preference customer: I 
spoke of him as a nonpreference customer, who by long use of the 
power, or whose customers vou see, we are selling to a retailer—a 
honpre fe rence customer WwW hose customers who tise the powe rover a 
long period of years have become dependent on that source of power, 
should he entitled to a long-term nonwithdrawable contract Just as a 
preference customer Is. 

Mr. Gross. So, they then are in a contractual relationship and have 
the status of a preference customer / 

Mr. Aanpanu. That is correct. 

Mr. Harrison. Senator Butler, do vou have any questions ? 

Senator Burier. Governor, it is my underst: anding that the Power 
Division of the Department of the Interior disposes only of hydroelee- 
tric power that is a byproduct, you might say, of the reclamation 
project: é 

Mr. Aanpann. That is correct, with the additional thought that in 
the Missouri Basin, we are preparing to firm up the hydroelectric 
power to the capacity of an average water year. 

Of course, we have both the Bureau of Reclamation and the Corps 
of Engineers projects from which we are selling power. 

Senator Burier. I think one concern that some of the REA’s h: ave 
in Nebraska is that you may dispose of, or may run out of hydroelectric 
power when their use has green beyond your capacity to serve them, 
and they are a little worried about what the program may be then. 
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Mr. Asnpvann, That is very detinitely expected. 

Senator Burier. Yes. 

Mr. Aanpaun. That is one of the major purposes of the criteria, 
selvise the consumer in advance that the Federal Government is 1 
assuming a responsibility te supply the entire future power needs of 
the preterred customer, and there ts ample opportunity for preferel 
customers and nonpreference customers or suppliers of electrical « 
ergy, both public and private, at the local level to work out Integratiol 
arrangements whereby future needs can be amply provided for he 
local level, and that should not be a responsibility of the Federal 
(rovernment. 

Mr. PEannison, I believe Mr. Budge desires to ask a questiol cut 
port. 

Mr. Buper. Yes. sir: Mr. Chairman. 

Mr. MePhail is here and 1 would like te address this question to | 1] 
Of course we all know Mr. MePhail has been with the Bureau of 
Reclamation in the Power Marketing Division for some years. 

Mr. McPhail, a number of us have heard protests that the present 
administration is attempting to destroy the so-called postage-stamip 
rate, 

Now, ts It or is it not a fact that the spelling out which has been done 
In this criteria, which provides that the Bureau will not charge more 
than Imillasa wheeling charge has been the practice in the Bureau 
of Reclamation for some years ¢ 

Mr. McPuam. Yes, sir; it has. 

Mr. Buper. In other words, all vou are doing now is writing down 
in the eriteria what has been your practice In enterl 
for several vears ¢ 

Mr. McPuain. That is correct, Mr. Budge. 

Mr. Lt Deh. ] would like to ask one other question, and I would | 
to address that question te Secretary Aandahtl: 

Are there any changes in the rates in the Missouri Basin other 
the minimum rate to whieh vou alluded a few moments ago / 

Mr. AANDAIIL. That is the only ehange and that really Is hot 
change in the basic rate. It is a provision where the Government 
vet revenue for power that a eustomer has contracted for in excess of 
his needs and which is being withheld from some other customer. 

Mr. Bunge. Do I understand that by that minimum rate, which 
the only change in the rate structure, what you seek to do is to e) 
eourage people not to bins more power than they can use so Vou | 
sell the power to someone whocan useit’ Isthat correct / 

Mr. Aanpnaun. That 1s correct. 

Mr. Harrison. I believe Mr. Lovre las a question at this point 

Mr. Lover. Am I correct in assuming 


‘ 


t 


lo into contracts 


— 


from your testhnony that 
the end result will be the same by using the short-term contract, in 
of the long term eontract with the withdrawal pr vision, as used 
pre vious vears ¢ Is the end result the same 

Mr. Aanpauu. It is substantially the same. If there is anv a 
vantage. IT am inclined to think it would be in favor of the short 
interim contract approach. If there is any advantage to the prefes 
ence customer, it should be under that arrangement. 

Mr. Lover. Just one other question. Where long term contracts 
entered into. that will be in only those cases where the people Ny 
have become dependent upon public power 











32 POWER POLICY 


Mr. Aanpaut. That is correct as far as the extension of present con- 
tracts is concerned. 

Mr. Lover. And that is in line with subdivision (a) of article 7 

Mr. AANDAHL. Yes, sir. 

Mr. Ence. Will the gentleman yield? 

Mr. Lovre. Yes, sir. 

Mr. Enatr. I do not believe the Governor answered his question. 
I am not criticizing the Governor, but I do not believe he has had 
a chance to answer the question. 

As I understand the question, it was whether or not long-term 
contracts were limited to those in which an established use had oc- 
curred, and your answer was that it applied to extension of existing 
contracts, but that does not apply and does not answer the question 
with reference to new sources of public power, does it? 

Mr. Aanpant. No; it does not. 

In the case of new sources of public power a complete analysis of 
the conditions involved must be made, and in dealing with that ques- 
tion I want to call your attention to the stipulation that is made in 
article 7, expanded, under date of December 11, and that deals with 
subdivision (ii), under (b), and we have an explanatory paragraph 
there that says—and let me preface it by saying the action deals with 
sale of power to nonpreference customers. The explanatory para- 
graph is this: 

Power should not be sold under this eategory until it is elearly apparent that 
it is in excess of the needs of the preference customers, If there is a question, 
it should be sold under a short-term interim contract. 

Mr. Harrison. I believe Mr. Lovre has an additional question. 

Mr. Lovre. That provision applies to the whole article, does it not? 

Mr. Aanpauu. That applies to the whole article except the present 
contractors who are taken care of under section (a) to which we re- 
ferred. 

Mr. Lovre. When you read the criteria in its entirety, you have also 
got to read the subdivision that you read. 

Mr. Aanpant. That is correct. 

Mr. Harrison. Are there any further questions from any other 
members ¢ 

Mr. Miter. In a syndicated column entitled “The Washington 
Merry-Go-Round” a man by the name of Drew Pearson on December 
26, 1953, quotes a gentleman from Nebraska, Mr. John M. Clema, 
manager of the Nebraska Rural Electric Association, as follows: 

We hear interest rates on REA loans are going up from 2 to 4 percent which 
would mean costs in the 10 States of the Missouri Basin alone would be increased 
over $2,500,000 a year. 

Of course, you do not make the interest rates. Have you recom- 
mended to Congress that they up the interest rate from 2 to 4 percent, 
or is there a move or effort to do that ? 

Mr. Aanpau. We have taken no part in anything that might be 
related to the statement that you have just read. As you know, ,REA 
is under the Department of Agriculture and the loans are made over 
there, and that is entirely a responsibility of the Department of Agri- 
culture, and we have s aid or done nothing in Interior that relates to 
it in any way. 
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Mr. Harrrson, I see that Mr. Nelsen, the Administrator of REA, 
is present, and I think we agreed to hear him shortly after 3 o'clock, 
and that probably would be ‘the time to ask that question. 

Mr. Lovrr. May I ask one more question 

Mr. Secretary, will there be an opportunity for the REA’s to submit 
supplemental applications for additional power after Janu: ry 1 and 
prior to the time that power comes in from the Oahe Dam? 

Mr. Aanpau, We have set January 1, 1954, as the date by which 
we would like to have applications in, and ri ght after January 1 we 
will start tabulating the applications that we have, comparing the 
requests with the power that is available for sale, and within a rea- 
sonable time begin contract negotiations. I presume that the tabula- 
tion on the contract negotiation is going to require several months and, 
of course, we will receive additional applications whenever they are 
submitted. We have got power to sell and we are going to be selling 
power for a good many years and there is no final date for applications 
as long as power is available for sale. 

Mr. Lovers, ‘That was not my question. Wedo havea lot of cases—— 

Mr. AAnpauL. Did you ask about Oahe ¢ 

Mr. Lovre. Yes. My question was this: after the REA’s in the 
Missouri Basin have made their applications for power, I presume oe 
they will only make the application for enough to take care of thei 
needs for the next 2 or 3 years, as you have suggested. Now, after 
that—say in 4 or 5 years, after Janu: iry 1 next—if they need additional 
power, can they submit additional or supplemental applications for 
additional power prior to the time that power comes in from the Oahe 
Dam? 

Mr. Aannann. Yes, the Oahe power W ill be announced some time in 
advance ef its availability and when the block of power is announced as 
being available for contract, we will immediately enter into the process 
of contract negotiations and, of course, preference customers will be 
expected to m: ike application for any additional needs that they may 
have at that time and their contracts can be amended and adjusted so 
far as the number of kilowatts provided for in accordance with the 
amount of power that is available for sale at that time, 

Mr. Harrison. Are there any further questions? 

Mr. Enoie. May I ask one more question, Mr, Chairman, if every- 
one else is through ¢ 

Mr. Harrison. Yes. 

Mr. Eneie. Would you say, Governor, that the current policies of 
the Interior Department move in the direction, and have as their 
objective, the preservation of the opportunities of preference cus- 
tomers, or do they move in the direction and have as their objective an 
opening up and a liberalization of the cpportunities of private power 
and nonpreference customers to get hold of public power ? 

In which direction does the present policy and objective of the 
Interior Department move? 

Mr. AanDAHL. An answer to that question would have to be predi- 
cated on several conditions, and I will try to take them up in turn. 

Mr. Enete. I did not want a long discussion, necessarily, Governor. 

Mr. AanpauL. I will make it as brief as possible. 

Mr. Enate. J realize the time is late and we have others to hear. 

Mr. AanpAHL. Under the present power policy and marketing 
criteria we have tried to spell out quite definite limitations on the ex- 
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tent to which the Federal Government should go in supplying power, 
and we have added to the hydroelectric eapacity of the multipurpose 
dams and associated dams enough steam power to firm that power up 
to average water-vear conditions. 

Now, then, if placing that as the top limitation on the power the 
Federal Government is going te sell might somewhat eurtail the 
amount of power that the Federal Government would have to sell, or 
what might have been the ease under previous policy, it ts that much 
of a limitation on all customers as far as Federal power ts concerned. 

The next part of the question relates specifically te eur attitude 
toward preference customers, and we are very de finite ly spelling out 
a recommendation of the rights and privileges ef preference customers 
and are don he the things that are nee ‘essary to meet those needs and 
requireni nts within the available power that we have, 

In our marketing eriteria in the Missourt Basin we have asserted 
that it is our desire to sell Federal power in the respective coni- 
munities in such a way that it does not disturb the retail systems 
that have been instituted or aceepted by the people, and that means 
that if there is power in excess of what preference customers need, 
it should be marketed through channels other than preference cus 
tomers so that it will have the most far-reaching approach tothe rural 
domestic customers of the area. 

Mr. Harrison. Thank vou very mineh, (Jevernor. . Aendahl We 
appreciate very much your coming up here this afternoon before the 
committee and taking your time to present these matters to us and we 
also thank Mr. Davis, Mr. Tudor, and Mr. MePhail. You have 
been a good witness and the committee appreciates it. 

I believe the next witness is Mr. Nelsen and his associates which 
includes Mr. Zook, Mr. Partridge, and Mr. Herzog, and anyone else 
Mr. Nelsen might have in his Organization with him this afternoon, 

I think the committee understands that Mr. Nelsen is the Adminis- 
trator of the REA and, undoubtedly, has had some of the complaints 
come over his desk from different areas, and we shall be glad te hear 
from him at this time. 


STATEMENT OF ANCHER NELSEN, ADMINISTRATOR OF RURAL 
ELECTRIFICATION ADMINISTRATION, ACCOMPANIED BY ROY 
ZOOK, ASSISTANT ADMINISTRATOR IN CHARGE OF THE ELECTRIC 
PROGRAM; ROBERT PARTRIDGE, PROGRAM ANALYST; AND 
GEORGE HERZOG, BUDGET OFFICER 


Mr. Harrison. Mr. Nelsen, do you handle these complaints any 
differently from the way a Congressman handles them, or what have 
you done about complaints that might hace come to yeu in an effort 
to try toc |: arify the original criteria / 

Mr. Nevsen. Well, it is easier to talk when I am on my feet, if you 
do not mind. 

Regarding the criteria, REA was concerned because we have many 
borrowers and the Government loan security is involved. We have 
contracts over long-term periods where repayment to the Government 
is involved and, therefore, we think from the point of view of the 
farmers as well as the Government, have a dual responsibility. 
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On the Issuance of the erite rin, frankly, ] stppose thiat ohne wo wld 
be a little concerned. At the time, L was attending regional meet 


nos 
of cooperatives, They haved lt) regional heel lags in the Uy ited state 
At Rapid City, I believe, the eriteria Was first issued at the time we 


were there and er) that OCCASION ] entled Mr. Aandahl and talked to 
him about it, and from all conversations with him I was given to 
beleve that we would have plenty of opportunity to eliscuss the problem 
and to review all of the circumstances inve] lved and need 1 
uneasy about It. 

Later, at Billings, and also in Oklahoma, I kept in eontact 
situation all the way and had several conferences with the Depart 
ment of the Interior, trving te get the information that we thought 
Was necessary for our operations, 

Later on we had a meeting w 


ot feel 


W th the 


th the secretary of the Interior, Mr. 
Davis, and others of his staff. At the time Mr. Aandahl was absent, 
ah d following Mr. Aandah l’s return to W ashin otoh,. if was our ul cd l 
standing and belief that we wound try to spell out more plai 
we were tryin: gtode and what we needed at the same time SO er 
R K A “ as concerned, 


As far as the er iter iat is coneerned that, of course 


eis a responsibility 
of Interior, but we also met orn Tuesday that would be the Sth of 
December—and at that time we found that Interior was coing to 
br Ingtousa little more elar fieation. and we were set at rest because of 
the fact that several points that we were concerned about and which 


the cooper ratives were concerned about . were included im this expanded 
crite ria, One was the January 1 date. Naturally, we were concerned 
about that que stion of time. ‘No. 2, wes the long term contracts and 
the pre ferentin} customers’ potion inthe picture, It was our under 
standing that the January 1 date was mainly a date set for the pur 
pose of bringing in information to Interior so that they could measur 
the requiremenis for power against the supply. 
No. 2, the long-te rm contracts, n: tturally, was one 


re | 


that we were co! 

cerned about because it could very conceivably happen that the power 
supply would be absorbed by long-term contracts, forcing our bor 
rowers into a position of ins stalling generati ion or going to other 
sources of power which prob: bly were not available. 

We were asst rec that long term eontr: sien a ex ‘ept nnader certa 
exceptions, wo Te lnot} he exec uted, and to non Iprererence et istomers oO} ly 
short-term contraets would be executed on a ake ot soneags: lv 2 or 
or 4 years, depending on what the needs of the preference cu 
would erew inte. 


nn) 
stomers 


We were also assured that the pre ference eustomer would not have 
to contract for al lor ng-term supp ly ona ZY ve: i} basis. as has been tl 
understanding in some circles; that they would be permitted to amend 
their original contract from time to time to meet their expanded 
needs, 

We had intended to spe IW that out in a state mer it but we did not do 
it because of the other congressional committee hearing that wa 
under way at the time. We did not want to inter fere with the functions 
of the legislative branch of Government and it w: is our intention that 
we would have relensed a statement on the Sth of December but we, 
of course, held it up because of other hearings in volved, I want 


the committee to know that as far as REA is concerned, we have im 
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vestigated the matter with full cooperation and we think that we have 
been able to move toward the objective that we felt was fair and 
reasonable. We have had cooperation in that respect. 

If there are any further questions that the committee wishes to ask 
of me in that regard, I would be happy to try to answer them. 

Mr. Mitter. How many loans or applic ations for loans h: ave you had 
for REA’s since January 1,1953% Can anyone in your group answer 
that ? 

Mr. Nersen. We have all that information but, perhaps, T should 
furnish some figures that I have here and then the other members of 
the committee can proceed. 

On May 1 we had total applications of $220 million approximately. 
In the 8 months that I have been Administrator we have processed a 
total of $99,945,000—approximately $100 million, The backlog of 

applications at the present time is 209, for a total of $170 million. We 
came in with a figure of $220 million backlog and we now have a $170 
million backlog. From July 1 to December 23 of the current fiscal 
year, 129 loans have been approved for a total of $56,744,600. This is 
an average of 21 loans approved per month, almost 1 per working day. 

Of course, we have the problem of determining the fea sibility of 
loans as we go along, and we have these applications coming in all the 
time. A certain number of these applications are not feasible loans 
and never will be processed. You recall, as members of the legislative 
body, that the directive to REA provides that the Administrator must 
certify to loans only that ih his judgment are feasible and will be repaid 
to the Government with interest. So, a certain number of the loans 
that come in are not feasible loans and a certain number of the backlog 
of loans are not feasible loans, so that must be taken into account when 
the dollar figures are cited. 

During the last fiscal year there was a withdrawal of loan applica- 
tions totaling $47,951,000. I notice that in recent statements that 
that has been construed as taking away from the cooperatives some- 
thing that had been given tothem, That is not accurate. Withdrawal 
of loans, or loaris that have been applied for and suddenly something 
happens and the cooperative no longer wants that money, it is avail: able 
to the Government for lending to other borrowers. 

Mr. Mitter. Do you have quite a backlog of applications for loans 
in the Department ‘ 

Mr. Netsen. We have the backlog: as I stated 2 moment ago, the 
backlog in dollars has gone from $220 million on May 1 to $170 million 
at the present time. We have eut down the backlog. 

Mr. Mitter. Do you think you have sufficient money to meet the 
legitimate needs ? 

Mr. Netsen. We think we have sufficient money to meet the number 
of loans that we can process. I sometimes refrain from making 
reference to performance by dollars. I do not think you can measure 
accomplishment by how many dollars you spend. 

Mr. Mitier. How many loan applications do you have? 

Mr. Netsen. We will provide that as soon as Mr. Zook takes over. 
He has the actual figures. We have 209 applications at the present 
time. 

Getting back to the withdrawals, where I mentioned the amount of 
$47 million, a year previous to that there were withdrawals of $95 
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million, At the present time we have 415.015.5901 in funds that have 
been alloeated to projects and has not been drawn, 

Mr. Minter. S415 million ¢ 

Mr. NEtsEN. S415 million, It ts money that has been allocated 1 
approved loans but the funds have not yet been drawn for one reason 
or another. In most cases the borrowers plan improvements in their 
systems but are not vet ready to make them and the money has not 
been drawn. Ina few eases, there m: iy be loans for generation but 
negotiations for other sources of power are still going on and the 
money has not vet been drawn, As I said, the total of these unad- 
vanced funds from all these various types of cases is $415 million. 

Mr. Mitirr. Mr. Nelsen, you heard me read a part of this article 
quoting a very fine gentlemen from Nebraska, Mr. John M. Clema, 
manager of the Nebraska Rural Eleetrie Association, wherein he was 
quoted by Mr. Drew Pearson as follows: 


We hear interest rates on REA loans are going up frem 2 to 4 percent which 
would mean eests in the 10 States of the Misseuri Basin alene weuld be increased 


over $2.5 million a year. 


What is going to be your recommendation and action relative to 
increase in interest rates on REA loans? 

Mr. Nesen. Of course, the Congress handles the rate of interest. 
My recommendation to the Congress and to other persons in authority 
was that the interest rate should remain where it is. ‘That, perhaps, 
in some instances, could be criticized because some might say that the 
farmers should meet the cost of money to the Government, and I 
think there is merit toe that. but here is the problem that we are up 
against: the major portion of the farms of America have been elec- 
trified—-over 90 percent. “Those that are not electrified are because 
they are difficult to establish a feasibility for; they are difficult to 
reach under the very most favorable circumstances. If we were to 
increase the interest rate now, we would make the job more difficult. 
We must have in mind that interest increases would not be retroactive 
to the loans already made, totaling almost $3 billion. The interest 
rate on those would remain at 2 percent, so the increase in Federal 
revenue would not be so great. It will be many years before we lend 
another $3 billion. Our lending program is down because our loan 
applications are much smaller. Anyway, you cannot measure this 
job by dollars loaned. The total number of loan applications we 
process is about the best way to measure it. The total per loan now, 
on the average, is much, much smaller, and you cannot build up such an 
impressive figure in dollars, if that is the criteria on which you meas- 
ure it. Of course, I do not think it should be done in that way. We 
think we should measure the job on how well we do it. 

Mr. Mitter. What is the picture on REA? Are they paying ig up 
on time.or are they in the red or what is the general picture 4 

Mr. Nersen. We have, in dollars, the percentage of delinquency, 
which is low. It is two-tenths of 1 percent. We have a considerable 
number of cooperatives on an accrual basis which would be in a delin- 
quent position. We do not think it is disturbing for the reason that 
1 think Congress'in setting up the loan program originally had in 
mind that it would take a number of years before the system would get 
into productivity, and we think that many of the problems will: grad- 
ually work themselves out. We are, however, alerting our people to 
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the problem with the hope that we do not blemish the program in any 
way. That is our purpose and it is mine as a farmer, . I feel it would 
be a kind of a black eve to me and my neighbors if we did not meet our 
responsibilities, and we hope we can accomplish that by meeting the 
problems, by calling the problems to the attention of the people that 
we serve, and with the tolerance and support of the Congress, we 
think we can do it in a very satisfactory manner, 

If there are any other questions. I will be happy to try to answer 
them. These gentlemen with me ean give you the figures in dollars, 
and have all the other technical information. 

Mr. Harrison. Are there any further questions ? 

Mr. Gross. Did you protest the effective date of this new criteria? 

Mr. Netsen. No, I would say that I inquired as to what the intent 
of the January 1 date was, and my understanding is that the January 1 
date will not necessarily mean that you must negotiate a contract on 
January 1. If 1 am wrong, I want to be corrected, but my under- 
standing is that it is not. If it were to be the contract date, I would 
say “Yes”, but I have been given to understand that the execution of 
contracts can be delayed 6 or 8 months, maybe longer if necessary, 
but certainly, Interior would not know how much power demand there 
was unless they had some kind of a prospectus and then measure the 
demand against the supply. 

Mr. Gross. You. had no objection te this new criteria going into 
effect on January ] : 

Mr. Nevsen. If it is applied, as T am told that it will, with the 
cooperatives having - chance to sit down and earefully analyze their 
program so that they can negotiate firm contracts ata date when the “Vv 
have their figures put together. but I realize, of course, the question 
could lead to a statement that might be misunderstood, Tf January 1 
means you must execute a contract, certainly | weuld pretest, but Tam 
told that it will not. So, ona qualified basis, I would answer the 
question. 

Mr. Gross. {[s it true, Mr. Nelsen, that the Department of Interior 
intends to send field men out to the various co-ops and sit down with 
them and discuss their needs prior to the execution of contracts? 

Mr. Netsen. I cannot answer that question, but we have beer asked 
that if our people would like to have a hearing, would they be granted 
it and they said they would. I suppose it would be pretty hard for 
Interior to send a man around the coumry to hear everybody, They 
did say if they wanted a hearing, they would have it. 

Mr. Pinnion. Mr. Nelsen, does the issuance of this new eriteria in 
your opinion firm up and elarify and support the preferential position 
of pre ference customers ¢ 

Mr. Nevsen. I think it does. The statement that Mr. Aandahl 
made—and T have no reason to doubt it—is that the preference cus- 
tomers’ needs will be meet. I think what is obviously a problem is the 
fact that we suddenly find that there just is not going to be enough 
power to go around. We havea lot of work to do and I think we need 
to avail ourselves of all of the resources available to us from all 
sources to meet the demand for power in the future, because the 
monthly per kilowatt consumption of the farm people in the Midwest 
has gone up to staggering amounts. 

Mr. Puuion. Thank you. 

Mr. Harrison. Are there any further questions? 
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Mr. Bupner. T have one further question, 
Mr. Ne ter, on this estimate of power Hees from the pretere nce 
customers wh ich las been requested by the Departme nt of the Inte 


ee jers, the cooperati Ves a d the REA estimate 
their itUre Needs as nm vehner ‘al rule al ineinias® 
Mr. Nekank > Et] unk they dos thes sheanulc ‘ One of the purpe ~e oft 


the approae h ‘oi the }) roblem is te estimate the needs to find out w 
the power need will be so that they will a a power supply. 

Mor. Bi Meh, As a tiatter of fret ‘ do net mest of them: estimate © o1 
years in advance just for their own purposes ¢ 

Mr. Nensen. T think they dos: ves, 

Mr. Buner. Whieh information would new be available to the in 
dividual REA’s ane cooperatives, would it not’ 

Mr. Nevsen. It would be. [T think even on a 6- or 7 vear estimate 
we find by e ‘Nperie ‘nee that we have not even come close in nial Vv areas 

Mr. Be pork. Phat wonld be true. if it is just an estimate. 

Mr. Nensen. It ts Just an estimate, 

Mr. Boner. But they de have such estimates, 

Mr. Nensen. Th ey do provide estimates, of course. Even our loans 
ure based on that basis. You project vour estimated needs, and on 
the basis of the profits that will aeerue because of vour estima “cl 
power tise your loan feasibility 1s established. Mr. Partridge, when 
he presents his testimony, ean give vou the exact procedure on that. 

Mr. Boner. Thank vou. 

Mr. Harrison, | belies e Ir. Miller has sole que st} Ons he would 
like to submit to Mr. Nelsen at this time. 

Mr. Minerr, Powill submit them te vou, DT think maybe we would 
like to have some members of your organiz: ifione pe: e back on the 5th. 


~ 
’ 


I will trv to submit some quest liens to vou relating to loan appl 

cations and what eriteria vou set up te determine whether a loan is 

a le and how many loans vou have made and what the bottleneck 
if there ts a be ttlenecl K On trying to process these loans 

Mr. Harrison, I might sav af this time te it if auvy members of the 
committee or our guests from Congress who are here would like to 
submit question =. either to Mr. Nelsen or the De partm ent of In te rior 
officials, if they will see that these questions are in the hands of Mr. 
Huvek, the clerk of the committee, as soon as possible we al ip 
prec inte it very litle h, 

Are there any other questions any member of the comm oe would 
like to ask any of the witnesses ? if not, we thank veu, Mr. Neilsen, and 
you other gentlemen. We appreciate your coming here. 

The committee will now stand adjourned until the 4th ef Janua y 
at 10 o'eloc ‘k. 

(Thereupon, at 3:32 p. m.. Tnesday, December v2, 1953, an ad 
journment was taken until 10 a.m., Monday, January 4, 1954.) 
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MONDAY, JANUARY 4, 1954 


Howse or REPRESENTATIVES, 
Commirrer oN INTERIOR AND INsULAR AFFAIRS, 
Washington, D. C. 

(The committee met at 10 a. m., Hon. William H. Harrison pre- 
siding.) 

Mr. Harrison. The meeting will be in order. 

This is a continuation of a meeting which was started on the 29th 
of December. The Secretary has a list of witnesses who are to appear. 
I believe that we have all of them now, but if we do not, and if there is 
anyone who has been overlooked, we would like to have their names, 
sO they will be given time, 

At this time I would like to call on Dr. Miller. 

Mr. Mitter. Mr, Chairman, as you have well stated, this is a con- 
tinuation of the meeting relative to power policy that has been 
adopted by the Department of Interior, and also as is being carried 
out by the Department of Agriculture, through the REA under the 
Agriculture Department. 

When we closed the hearings last week I presented a list of ques- 
tions to Secretary McKay, questions that had been sent tome by REA 
representatives. Also a set of questions to Mr. Nelsen, Administrator 
of the REA. 

I might read a few of these questions, 

Spell out what is meant by short-term contracts. 

Is there now a withdrawal ¢lause in the nonpreference contracts? 

Is it possible for the preference eustomer te revise his estimates up or down 
after January 17% 

Is it contemplated that the preference eustomer must pay for power con- 
tracted for but which may not be needed or used for several years? 

What is the individual rural electric system to do in applying for power 
now required? No change was made in the December 11 issue of ates, 
I. Should he apply for power requirements for 3 years or for 20 years? 


as 


article 


Mr. Chairman, I would like te make the entire document a part of 
the record. 

Mr. Harrison. Is there any objection ? There being no objection, 
it is so ordered. 

(The statement referred to follows:) 


Usitrep States DEPARTMENT OF THE INTERIOR. 


OFFICE OF THE SECRETARY, 
Washington 25, D. C., December 81, 195: 
Hon. A. Y. Mirrer, 


Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington 25, D. C. 
DeAR MR. MILLER: In response to your letter of December 30, I submit the 
following answers to the questions that you asked: 
1. Secretary McKay made a statement that federally produced power should 
be sold at arbitrarily established rates equal to or higher than power produced 
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and sold by private utilities in order te eliminate what he calls “Federal com- 
petition” in the power business 

Answer: In checking the files here in the Department of the Interior we have 
not been able to find any statement made by Secretary McKay such as the 
purported quote used in this question. Personally, in my visiting with the 
Secretary, IT have never heard him express an opinion that resembles this quote 
The Secretary has always spoken about cooperation between public and private 
power and between the Federal Government and lecal interests, reeegnizing 


that each has a duty and a responsibility in supplying the full power needs of 
the country 


2. Please spell out what is meant by short-term contracts. 

Answer: Short-term interim contracts as referred to in the Misseuri Basin 
power mnarketing criteria mean contracts of such duration that they will terminate 
When the power is needed by the preference eustoemers. My thinking has been 
that such contracts should run from 2 to 5 years. 


3. Is there now a withdrawal clause in the nonpreference contracts ? 

Answer: Some of the contracts that have been made with nonpreference 
customers in the past have not had the withdrawal éelause in them. The big 
majority of those made by the Bureau ef Reelamation, however, have had the 
withdrawal clause. 

t. The new criteria now attempts te completely revise the old one, which was 
very simple. The logical question preference customers have asked is “Why? 
The gentleman states, “To date, we have not been given a logieal answer.” Can 
you explain why it was necessary to have a new power policy? 

Answer: In the past the Bureau of Reclamation did not have a power market- 
ing criteria. Its procedure was based somewhat on the power policy statement 
issued by former Secretary of the Interior Harold Ickes on January 3, 1946 
In addition to that-contracts were approved as te form for the Burean by the 
Department. With the background of the 1946 power policy statement and the 
substance of contracts that were already completed, the field) force of the 

sureau of Reclamation was expected to negotiate contracts for the sale of power 

With the change in administration the field forces of the Department of the 
Interior, as well as the customers and publie in general, needed specifie informa- 
tion relative to the generation, transmission, and sale of power. To meet that 
purpose the power policy statement of August IS, 19538, was issued; and te give 
more detailed instructions, the power marketing eriteria for the Missouri Basin 
was approved in September. The power marketing eriteria for the Missouri 
Basin sets out in definite form and eontinnes many of the conditions that pre- 
vailed in the past. It also establishes some new principles, the mest important 
of which is to spell out the fact that there must be a sizable element of local 
responsibility in meeting the full power needs of the varions communities 

5. Is it possible for the preference eustomer te revise his estimates up or 
down after January 1? 

Answer: A preference ¢ustomer may revise his estimates either up er dewn 
after January 1. In fact, the amount of power te be placed under contract is 
a matter of open negotiation until the contract is finally signed. That will in 
all probability be several months after January 1. 

6. Is it contemplated that the preference eustomer must pay for power con 
tracted for but which may not be needed or used for several years? 

Answer: Under the provisions ef the Missouri Basin power marketing eriteria, 
the preference customer may contract for enough power te meet his eurrent needs, 
plus what might be needed for the normal growth of 2 er 4 years, without being 
subject to the minimum annual é¢apacity charge. Tf he eontraects for more power 
than is indicated in the above sentence, there will be a charge for it even though 
it is not used. 

7. What is the individuat rural electrie svstem to do in anplvine for power as 
now required? No change was made in the December 11 issue of rates, article 1 
Should he aply for power requirements for 3 years or for 20 years? 

Answer : In applying for power the customer should apply for an amount based 
on his present needs, plus the anticipated load growth during the next 2 or 3 years. 
S. Is there going to be any power left after existing contracts are renegotiated ? 
if there is to be no surplus of power, why have the so-called short-term interim 
contract 7 

Answer: The answer to this question must be indefinite until such time as 
applications for power have been tabulated and the amount requested compared 
to the power that is available. JTé weuld seem from the information that we have 
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1th at the present time that in the western division we will have a little more powe 
available than will be presently needed fy the prelere! ce customers l Uti 
ive eastern division it is doubrful if there will be any firm power in excess of the 
Die heeds of the preference customers for several years. 
the S') Why did the present administration deem it se necessary to complet 
ite revise the historie preference poliey and histerie method of marketing power 
ate produced at federally finaneed generating plants? 
ing Answer: The present administration di@ not completely revise the bh 
of preference policy and the historie method of marketing power produced at fedet 
atly finaneed generating plants. The Missouri Basin power marketing criteria 
merely spelis out the conditions under which permanency should be give 
sin contraets with nonpreference customers That permanency has been given i 
ate some imstanees to such contracts in the past Both the previous policy and 
eon present poliey recognize that the preference clause does not necessarily 
preference in perpetuity te all power chat might be produced 
10. Why does the present personnel ef the Interior Department contin t 
hee insist that existing private utility power centracts will ne longer have the hist 
big withdrawal elause in them’? 
the Answer: In the Missouri Basin power marketing eriteria short-tet inte 
contracts will be used where it is desirable to re aptiire power that las been s { 
Was te private utilities in order te make it available to preference Customers v ! 
a they need it The long-term contracts are to be used only where it is desired 
(an te give permanency to the established sales pattern at they will not have the 
withdrawal clause in them 
ket- 11. If so-called preference enstomers are still te be able te get their normal load 
growth power requirements in future vears as in the past, why hasn't a ¢1 i 
“4G erat least a memorandum heen issued spelling eut in writing and pain lansuage 
the what ean be expected and what will fe done’? 
the Answer: In future vears the preference customers will be able to get ] e1 
the needed for their future load growth from the Federal Government only 
wer as the Federal Government has power available for that purpose Present the 
the total output of Federal power is only about Th or 12 percent of the total power 
ihe used in the United States. Communities must be dependent on local sources of 
that power for the big majority of their needs Under the marketing criteria tl 
give ceirreumstance is brought te the eustomers® attention and they are advised in 
osin vdvance that it is necessary te have leeal eeordination and responsibility 
ouri 12 Is it Necessary por predgere hee cist is fee apply Tor power bevol d their 
pre- ovear requirements? 
‘tant Answer: It is not necessary for preference enstomers te apply for power beyond 
focal their j-vear requirements. if Federal power is available, it will be reserved f 
them by interim snles under shert-lerm eonutracts 
poor Ls. Will it be possible for the administration te reword the eriteria in order that 
all REA groups may have a clear understanding of its meaning 
lown Answer: bhe power jsnarketing eriteria is a guide to the employees in the Burean 
et is of Reclamation, te the customers, and to the publie in genera It cnn be reworded 
loin and adjusted at a is time that elrenimis ances justify : fheatiotr Phe ¢ 
sion of article 7 of the eriteria on December the Lith is an i tration 
eon ; 14. Must caoperatives who centraet for tiore than thei: iNimum require 
pay a penalty rate? 
eria, Auswer: This epllest ter is an “Pin the answer to eqquestion © 
eeds, A. I de not understand why © eustome : mw ! t for ( 
heing than their present power ner is under the previous ad trat 
ower they had te do was ask the more power and it was furnished . 
engh Snswer: Under the Sfissou power smiarketing eriteri prelere ( 
temers should only eontract for their present nee priliss t he nit mted grow 
eras for2orS years. Tf additional power és needed later, they wy ‘ 
ele 1 needed and receive such additiona power if it Is avi © §s 1 
veneration that is ight into production or from powe 
based reserve for preference customers under short-term interim contracts 
years. B. The marketing criteria states that contracts with ] ite 
ated? made for a maximum of 20 vears: doesn’t that imply that the contracts M 
terim made for the entire time and therefore the power which belongs to preference 
eustomers under the preference clause will not be available when needed? 
ne as Answer: The only power that will be placed under contract for a 20 
pared period with nonpreference customers is that which is clearly 1 excess of f 
‘have needs ef the preference customers, or, tn a few limited instances, where by y 





use a community has become dependent on such power, 
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C. Many statements have been made about rate increases that are te come, 
How is it that the previous administration claims that their rates were adequate 
and now suddenly, as the administration changes, we are informed that power 
costs will rise? 

Answer: The construction of power facilities during recent years has been 
in a period of constantly rising costs. When the final cost ot projects is deter- 
mined, it may be necessary to have some small increase in the rates charged 
for power in order to repay the Government investment. The several Govern- 
ment departments that have responsibility in the generation, distribution, and 
sale of power are not in full agreement as to the method by which the eost of 
the project should be allocated among the several benefits of a multipurpose 
project. An equitable adjustment of these differences may result in some slight 
increase in the rates at which power is sold. 

D. Interior representatives state that if there is power excess to the needs of 
the preference customers, it will be sold on short-term centracts to the utilities, 
and yet you disclaim the use of the recapture elause. What assurances are 
there that the contract with the private utility will be equivalent to the “recap- 
ture’ clause—so that preference customers will be assured of power when we 
need it? 

Answer: Both the use of the withdrawal elause and the use of the short-term 
interim contract to make power available for the future use of preference cus- 
tomers when needed is dependent on administrative discretion. There can be 
equal confidence in either system. 

E. How can I know that the administration wen't define a “short term” con- 
tract with a private utility as 15 or 20 years? 

Answer: This question is pretty well answered in the response to question “D", 
It might further be added that the express purpose of the short-term interim 
contract is to make the power available when needed by the preference customers, 
That would not be accomplished by an excessively long term e€ontract. 

I’, Inasmuch as only a small block of power will be available for sale in the 
western division during 1954, why does the Interior Department object to post- 
poning the criteria for a short period in order that the preference customers may 
more fully analyze their needs and alse give the Congress an opportunity to re- 
view this new policy? 

Answer: There will be more new power available in the western division fn 
1954 than there will be in the eastern division. In both divisions sizable amounts 
of new power will soon be ready for delivery to customers. It is essential that 
contracts for its disposal be completed at a reasonably early date. The pre- 
cedure as set up under the Missouri Basin power-marketing ¢riteria will allow 
the preference customers reasonable time to fully analyze their needs for the 
next 2 or 3 years before the time that the contracts will be completed. Congress 
will also have reasonable opportunity to review what is being done. 

G. Someplace I have seen a statement that the Bureau will not sell secondary 
or dump power to consumers that do not have their own generating plants. If 
a preference customer receives his entire firm load from the Bureau, why should 
he not also contract for secondary when it is available? 

Answer: Secondary power must be supported by standby generating eapacity 
that is idle during the period that the secondary power is being used. The firm 
power that a preference customer purchases from the Bureau of Reclamation 
could not be held idle during this period without a decided loss of revenue to the 
Government. 

H. Please explain just how the new marketing ¢eriteria differs frei the policy 
followed by the previous administration. 

Answer: The main difference between the new marketing ¢riteria and the 
former policy is to emphasize the importance of local responsibility in meeting 
the full power needs of the community and in providing for the future growth 
of those needs. 

I. Inasmuch as the .Federal Government will not be able te supply all the 
needs of the preference customers in the Missouri Basin, it means that the 
preference customers must secure part of their power elsewhere. Supposing 
they secure a loan from REA to build a steam plant. Yet under the announced 
policy of selling secondary and peak energy only to those presently having 
generating equipment—it will no doubt be sold under 20-year maximum contracts 
so that when the preference customer gets his steam plant built, he will not be 
able to secure secondary and peaking power from the Government. Why not 
insert the withdrawal clause in such contracts for secondary and peak sales? 
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ne, Answer: In the marketing of secondary power the same fundamental rules 
ite will apply as in the marketing of firm power. If the expected future needs of the 
yer preference custoiners will require a portion of the secondary power, it can be 
sold on a short-term interim contract. In fact, the contracts for the sale of 
en secondary power have to be placed pretty much on the basis of if and when 
et available. There will be ample opportunity to recognize and make provisi: 
ced for the future needs of preference customers. 
rhe J. Instead of contemplating the sale of firm power to private utilities, as th 
nd marketing ¢riteria does, why does the Department not build transmission lines 
of to assure the sale of all firm power to preference customers—and in addition t 
ose provide for the sale of secondary and dump energy to those preference customers 
zht having generating plants’? 
Answer: In the marketing of Federal power it is important to keep the sales 
of area within limits of economically feasible transmission distance If the trans 
ies, mission distance is too great, it thereby increases the total expense, and the 1 
ire at which the power is selad would have to be increased 
ape K. Where or to whom is the Bureau going to sell the output of Canyon Ferry 
we which a recent newspaper announcement said was how producing power, in view 
of previous departmental statement that it was unlikely that any contracts would 
‘rm be entered into within the next several months # 
US- Answer; Arrangements are being made for a temporary interim sale of Cany: 
be Perry power until such time as the needs of the preference Customers in the are: 
can be determined and ways and means of transmitting the power provided. 
‘on- Sincerely yours, 
sy Frep G. AaNDaAHL, Assistant Secretary 
’ 
rim Mr. Mitrer. The following questions were submitted to the Admin 
ers. istrator of the REA: 
the 1. How much money is available for loans in the eleetric program this year 
ost- 2. How does the number of loans and their dollar amount since July 1, 1953 
nav compare with the same periods for 1950, 1951, and 19527 
re- ®. What are unadvanced funds? How much money is currently unadvanced ? 
4. How do advances for this year eompare with previous years‘ 
1 in 5. What has been the trend in the electric-loans program since the war? 
nts When dic it reach its peak? 
hat 6. W hat action have you taken te speed up the handling of loan applications? 
pre v7. Is it taking more personnel te accomplish processing of electric-loan appli 
low cations now than in former years, or less? 
the S. What studies do you make in processing loan applications? Why? 
ress Ei. What action has been taken te increase the interest rate on REA loans? 
12. What is the relationship of interest paid by REA borrowers and the average 
rary rate paid by the ‘Treasury on long term marketable securities? 
If 13. How many applications for loans are now pending? 
14. What criteria do you use to determine. if a loan is feasible? 
suld Be ee : : : , . 
15. Are you requiring that REA cooperatives adjust their rates in order to 
city make the loan feasible? A 
Sous 16. Do you have any control over the cooperative building of large housing 
toes facilities for conducting their business? i 
te 1 i. Do you encourage the cooperatives to enter the retail business of sellin 
electrical equipment? 
. 18. Who determines the rates to be charged? 
liey 


19. What is your attitude on increased interest rates? 
the 20. How many REA districts are delinquent in their-payments? 
, 21. Do you have any supervision over the amount of money collected by REA 


ting cooperatives which they use to pay lobbyists, State organizations, or expenses 
wth in connection with REA business? 
the All of the answers have not been completed but when they ar 
the received I would like to have permission to have the questions and the 
oan answers made a part of the record. _ 
wine Mr. Harrison. Is there any objection ? 
racts Mr. Enerr. Mr. Chairman, I suggest that the answers when sub- 
rt be mitted be made a part of the record at the same point where th« 
Fa questions appear in the record. 


41157—54 4 
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Mr. H \RRISON,. lf there IS no objection, the questions and nnswers, 
when received, will be made a part of the record, beth at the same 
point in the record. 

Mr. Mintuer. Mr. Chairman, I think you have a list of some 8 or 10 
witnesses on your desk of those who are present this morning, and 
sent in by Mr. Clyde Ellis, of the National Rural Electric Cooperative 
Association, and I received 3 or 4 others from other sources that are 
now on the list. 

I think the thing to do ts to preceed with these witnesses, with the 
suggestion that since there are 10 er 12 they might make their state- 
ments as short as possible. 

The first name on the list is that of Mr. Charles E. Ham, man- 
ager. Wheat Belt Electric Membership Association, and director of 
the Tri-State Generation & Transmission Cooperative, of Sidney, 
Nebr. 

Mr. Ham told me awhile age that he had some questions he wanted 
to raise, and I think he might as well present them te the committee, 
and the committee might present the problem to the representatives 
of the Interior Department and the REA Administrator, 


Mr. Harrison, Mr. Ham, the committee will be very pleased to hear 
vou. 


STATEMENT OF CHARLES E. HAM, MANAGER, WHEAT BELT ELEC- 
TRIC MEMBERSHIP ASOCIATION, AND DIRECTOR, TRI-STATE 
GENERATION & TRANSMISSION COOPERATIVE, SIDNEY, NEBR. 


Mr. Ham. Mr. Chairman and members of the committee, T ani the 
manager of a small distribution cooperative in western Nebraska, and 
I also happen to be a member of the board of directors of the new ly 
formed Tri-State Generation & Transmission Association, Our area 
out there is very sparsely settled. In our particular cooperative we 
serve several small towns, that is, rural towns, but even taking them 
into consideration, our density is still less than 1.3 te the mile, and 
a lot of our area has a density down to half a customer to the nue. 
And we have a number of taps where we serve 20 to 30 miles with 
that kind of territory. 

Our feasibility, and the feasibility of the associations around us, is 
largely dependent upon low-cost power. We have had a number of 
studies m: ade that have been eoneurred im by Ce mpete ht enginee rs, 
Which point to the same thing, that beeanse of the small « lensity and 
the investment, the investment per enustomer is consideral ly higher 
than it is ina lot of areas. Our investment per customer at the present 
time runs aroundt $1,000 pere ustomer. 

We do have about 2.300 customers, and we have about 1,600 miles 
of line, and all but a very few of our customers are rural. Wedo have 
two industrial loads, which is the oil development in the area, and 
we are the only power supply source right in that particular area to 
this industrial development. So we do serve several industrial es- 
tablish - nts all connected with oi! operations, 

Now, there is one thing I would like to make clear, and ina way I 
am representing our association, and also the members of the Tyri- 
State Generation & Transmission Cooperative—there are 24 of them 
out in western Nebraska, Wyoming, and northeastern Colorado that 
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liave banded themselves together mite the Tri-State Generation & 


‘Transmission Association. None of them, and nobody out there, us 


far as I know, waht or expect the Federal Government to sell powel 
tous at less than cost. And we want that made very clear. We co, 
howe ve rr. object to the theory, at least I doe not know it isa theory, 

I do knew that statements have been made by people from the De 
partment of the Interior, that the cost of power, Federal power, 
should be raised to the pornt where it would be at least equal to that 
of the utilities there, so that there would be noe competition, that 1s, 
the Gevernment would furnish no competition te the utilities. 

In our area most of the utilities are small. 

Mr. ID kw ART, Would vou vive for the record the name of the pel 
sor whe made that statement / 

Mr. Ham. Pdhe not hear it. but T have read it in the paper as being 
made by Assistant Secretary Aandahl. 

Mr. DEwanrr, We would like to know the name. Will yeu furnish 
that for the record ¢ 

Mr. Ham. Yes. 

Mr. Do Ewarr. That is, who made that statement. 

Mr. H VM. Secretary Aandahl, in a spees h, I cannot say where the 
speech was made, for sure, but it was a quotation inthe paper. T know 
the quotation Was that he made the statement. “Phen it has been coy 
ered on several other occasions, but T eannet name the party 0 ho mince 
the statement, 

But that spec ifie one Was Secretary Aandahl, 

But the power that the utilities in that area furnish ts three time 
the cost. that rs. the quotation that we got from some of them. the on ly 
ones that w cena secure quotations from. and the power eosts, which 
they would have sold to us, is three times what we are getting; that is, 
two to three times, 

Our cost is reughly 7 niills at ihe present time, And we had quota 
tion of 17 mills and there was loether alsoat about Yeents. There is: 
utility in the avea thet is able to furnish our requirements, even if we 
could get it from them, and we would object te such an arbitrary fixed 
power price because # world practically destroy our association. Wi 
could net live under that ivpe ot rate, 

Mr. Exenve. You say vou pay fmulis, What ts the commercial rate / 

Mr. Ham. The rites we hive had quoted, that eur association ha 
had quoted ale from another public power, of the eoustmers put | 


power cistriet, which would run areund IZ te 17 mills. 


Mr. Savior. There ave a number of pubhe power pgroups 
Nebraska, are there not 4 

Mr. Ham. Yes: there are. 

Mir Savior. You de not have any private power in Nebraska ¢ 

Mr. Ham. Not for Nebraska, ue: that is right. So that eur associa 


‘ 
tion Is net in position te take anvthing frou wid oly except pul 
power. 

This ts on eof the things that we ob ject to very strongly. When th 
powe criteria was first announced it looked te me lke we were faced 
with two alternatives. One of them was that we had to try to ant 
pate our needs for 10 vears,or as long as possible, and possibly 10 yea 
being as far as we could come anywhere near to it. Because of eu 
newness, and because we did not have much experience, we are only 
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years old, and we could not very well use that experience, but we used 
the information we had available, and based upon the 10-year estimate 

which I am afraid might or might not be correct; it is hard to tell, 
indie we just- have not had the experience. 

If we contracted for power at the present time, under that estimate, 
it would cost us an additional $40,000 for power over and above the 7 
mills we are paying for it at the present time. That would be, pro- 
vided all our predictions came true. 

This one industrial load that we have puts us in a precarious position 
on that basis, because we would have to assume that they were going 
to do what they have said they thought they would do, but which they 
have not yet been willing to put down in writing, that is double their 
load. If they did not do it, that would mean it ‘would cost us about 
another $50,000, or a total of about $90,000 additional. 

That would put a burden on us that we just could not pay. Our 
study shows that we are just about going to break even. 

Now, the other alternative that we would have had would have been 
just to contract for as much power as we could have used without 
pay ing the-penalty se h would be probably somewhere between 2 and 
Syears. And if we had done that, then by that time would would not 
know just what we were going to do for power. 

On those two bases, either one of them, it would have been practically 
ruinous to our system. 

Then, on December 11, the new eriteria came out, with the new in- 
terpretation of paragraph 7, which has not, as far as I ean see, clarified 
the situation very much. For one thing it has not as yet said what it 
meant by “short-term contract.” 

And another thing, while it says in there that the power will be 
made available for the association, as yet there is nothing in the 
mechanies of it so we can see how that is "possible, whether the power, 
or how it will be made available to us; and so we cannot see how that 
has clarified the situation very much, because neither one of those 
things have been spelled out. 

And another thing that bothers us a great deal is that some people, 
or some groups, who were not preference customers before, and have 
never been customers before, are in the category of preference 
customers. 

Mr. aRRISON. I would like to get an answer to that question in the 
record, from the Department of the Interior, or by Governor Aandahl. 
In other words, the question was this: Will you spell out what is meant 
by a short-term contract, and the answer as provided is that— 

A short-term, interim contract, as provided in the Missouri Basin Power Market- 
ing Criteria, means a contract of such duration that will terminate when the 
power is needed by preference customers. 

I think we have contracts, some running from 2 to 5 years, 

I want to get that in the record, so it might help you out in your 
discussion. 

Mr. Ham. Thank you. That is one of the things that we have not 
had cleared up before. 

Mr. Minter. Would that help youa great deal, in that interpret ation 
of the contract; does that help your situation very much? 

Mr. Ham. We would like to see it in the criteria, written into it, se 
that it becomes a part of it, because that is the document we have 
had to work by. 
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Mr. Enerx. Mr. Ham, in case you had a short-term contract for 
power for some future time when you might need the power, you 
would have to anticipate the need in advance and advise the Interior 
Department in order to establish the length of the short-term contract, 
would you not? 

In other words, if I understand what you are getting at, they say 
that a short-term contract means a contract of such duration that it 
will terminate when the power is needed by a pre ference customer. 
Now, how can they set t the length of a short-term contract unless 
they know when the power is to be needed by a preference customer 
Which would presuppose that the preference customer himself woul ld 
know, and that he make that information available to the Interior 
Department for the purpose of establishing the length of the short- 
term contract. That is what I apprehend as the difference between 
the contract that used to be entered into with a withdrawal clause in it, 
and the short-term contract. With the contract that had a with 
drawal clause in it, provision is made that gives a period of notice, 
say, a year and a half, an Is8-month notice, that the nonpreference 
customer who gets that power ts going te be required, at the end of, 
say, 15 months, to surrender the power for preference demands. 

‘Now, let us say that here is a contract that runs for 5 years and 
has a withdraw: al clause in its you can antic ipate the needs, per- 
haps, for as much as 18 months or 2 years ahead of time. And that 
contract serves notice, with the withdrawal clause in it, that the power 
may be required. But if you have a short-term contract that is to run 
over 2 years, or, say, as far as 5 years, I do not see how practically you 
an execute such a contract for a short term in the absence of a prefer- 
ence customer first notifying of what his demand is going to be and, 
secondly, communicating that information to the Department of the 
Interior. 

The short-term contracts are binding. They may be for 2 years, 
or they may be 3 or 5 years. And then there will be on top of that, a 
necessary notice, because you cannot just go out and grab this power 
from the private utilities or from the nonpreference customer. You 
have got to give some sort of notice so that he ean make provision 
to meet his needs from other sources, 

So it looks to me like the short-term contract would actually run 
longer, because it ts a 5-year period, plus whatever period is necessary 
to put them on notice, which would have to be reasonable under the 
circumstances in taking that power. 

Mr. Buper. I think the statement of the gentleman from California 
would have to be changed somewhat, that there would have to be some 
definite notice, is not borne out in a contract that has a definite termina- 
tion date, certainly if it has a provision for 2 years, at the end of the 2 
years, the lessee would know that he must surrender where notice 
comes from the lessor. 

Also, I think the question in that it ties the load down to a particu- 
lar customer is erroneous. 

As I understand the very purpose of having the cooperatives esti- 
mate the amount of power that they will need is so that the Depart- 
ment can then tell what power in their entire area is going to be sur- 
plus, and for how long it will be surplus, and then the contract would 
be written, the short-term contract, and that was the purpose of it. It 
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does not mean the particular eceoperative, such as the one the gentle 
man here represents, but they must have a definite termination date 
set out in the power contract, that is areawide, and covers a rather 
large aren. 

Mr. Enaie. I would like te sav tomy frend from Idahe, that IT ean- 
not see why the insistence on the short-term contract, as distinguished 
from the contract, say, of an intermediate length, with a withdrawal 
clause in it, containing a notice of 18 menths’ period, It seems to me 
that the older arrangement is much more flexible. It may be there 1s 
some merit inthis short-term eontract that I dé not knew about. 

Mr. Mitirr. Will the gentleman yield ¢ 

Mr. Encur. Yes. 

Mr. Mitier. One of the questions sent in by REA representatives, 
which bear on this gentleman’s remarks is as follows: 


Is it possible for the preference customer to revise his estimates up or down 
after January 1% 


The answer ts: 


A preference customer may revise his estimates either up or down after 
January the first. In fact, the amount of power te be placed under contract is a 
matter of open negotiation until the eontract is finally signed. That will in all 
probability be several months after Danuary the first 


Question No. 12: 


Is it necessary for preference customers te apply for power bevond their 4-year 
requirements ? 


The answer is? 


It is not necessary for preference enstemers te apply fer pewer bevend their $ 
year requirements. If Federal power is available, it will be reserved for them 
by. interim sales under short-term contracts, 


And question 11: 


If so-called preference customers are still te be able to get their normal lead 
growth power requirements in future years as in the past, why hasn't a criteria 
or at least a memorandum been issued spelling eut in writing and plain language 
What can be expected and what will be done? 

The answer is: 


In future years the preference enustomer will be able toe get power needed for 
their future load growth from the Federal Government only insofar as the Federal 
Government has power available for that purpose. Presently the total output 
of Federal power is only about 11 or 12 percent of the total power used in the 
United States. Communities must be dependent on local sources of power for the 
big majority of their needs. Under the marketing criteria, this ¢irecumstanee is 
brought to the customers’ attention and they are advised in advance that it is 
necessary to have local coordination and responsibility. 

Mr. Enour. I recognize that, but T still eannot see how thev are 
going to get the power after it has been placed under a firm contract. 

T certainly would like to have your explanation on this question as to 
why, what is the reason for using the short-term contract as distin- 
cuished with a contract of a much longer term, but with a withdrawal 
clause providing for notice, There may be some merit in it that Ido 
not know about. 

Mr. Minier. Would you mind stating your question again for the 
record ? 

Mr. Encur. My question is why has a short-term contract for a defi- 
nite length of term, from 2 to 5 years, been selected instead of a con- 
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tract with a little longer term, of, sav, 5 te 10 vears, with a withdrawal 
clause and previding for notice! What is the difference bet ween thos 
two, and what is the difference that makes the short-term contract a 
better Instrument than a contract, say, With a withdrawal provision, 
prov iding for notice. 

Mr. Harrison. Governor Aandah!l, do von want toe answer that 
question ¢ ; 

Mr. Aanpann. Twill be wlad fo answer it. Mr. Chairmay 

The long-term contract, with a withdrawal elause in it. that 
come to my attention, has required a S0-menth period instead of an 
18-menth period. 

We are re serving the 20-year contracts for those enustomers wit! 
whom we want to give permaneney in the marketing pattern, and we 
are using the short-term, mfterim contract, for power that we want to 
recapture for the benefit of preierence customers when the preference 
customers need it. 

If you have av -vear contract, an interim: contr: act, that makes thi 
power available 6 months shorter than it would be under the old kind 
or former long-term contract, with a withdrawal elause in it: 
ws Tecan see, the short-term contract is certainly simpler and accon 
plishes exactly the same purpose as Can be accomplished with the 
longer-term contract, with a withdrawal clause. 

And the only reason for setting up the criteria as we have set it up, 
for using the long-term contract, is for those instances where we want 
to vive permanence to our relationship with customers. 

And we can accomplish the other purpose, vw hie by we definitely inte 
to do, by use of the short-term centraet. 

Mr. Exeue. I think, Governor, that you would aceomptlish the same 
ee ett ny the one instance, by Te aving eut the withdrawal pro\ 
and the other mstance by putting it im. 

And I want to make one further comment with reference to the long 
term contract, insofar as it relates to the permanency provision, and I 
would tike to discuss that with vou a little later on. It has no rele 
vaney now, but I think it ts very questionable as toe whether or not that 
is a violation of the speerfic language of the reclamation law. w! ich 
creates the preference, and T doubt whether the Department has the 
power to do that. 

Mr. Rogers. Mav Task a question right here? 

Mr. Harrison. Certainly, Mr. Rogers. 

Mr. Rogers. It m: rv not he clear. frem what veu Sav. as to just what 
the short-term contract is. Is it the thinking of your associates that 
there should be some definite period or limitation as te the length of 
the term of the short-term eentract, that they spell eut in the eriteria 
that it would be a 3-vear short-term contract with a renewal of not to 
exceed ? vears, or some reasonable time ? 

The reason I point that out is from something that was broueht out 
in the hearings the other day, the short-term contract would have to 
be for several years, because the man would net want to go into it al d 
set up an industrial contract, unless he had some assurance of power 
for 1, 2.3, or mavbe 5 vears, 

ice: would it help your situation, rf they are going to insist on 
entering into short-term contracts, that the term be spelled out by the 
language of the contract é 
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Mr. Ham. Yes, we feel it would. We would like to see it in the 
criteria, so that anybody, so that we ean tell what is going to happen 
rather than hoping that somebody will make a decision that will be 
favorable, because of our inability, we have a very definite inability to 
forecast our future. We do not know; of course, we can guess it, ‘but 
as for having an actual past history, a long past history, we do not 
have it. We can make an estimate, but we ce rtainly do not know hew 
accurate it is going to be. 

Mr. Rocers. In other words, although the general thinking new 
seems to be, on the part of the adminis tration, that the short-term 
contract will possibly be limited to 5 years, it is wholly a discretionary 
matter, so far as the criteria at least is concerned. 

Mr. Ham. That is right. We would like to see a very definite state- 
ment as to what it is. and what the length is going to be. 

Mr. Mutter. I would like to read into the record question No, 6, in 
respect to that matter, and the answer. 

The question reads: 

Is it contemplated that the preference eustomer must pay fer power contracted 
for but which may not be needed or used for several years? 


And the answer is: 

Under the provisions of the Missouri Basin power marketing criteria, the 
preference customer may contract for enough power te meet his current needs, 
plus what might be needed for the normal growth of 2 or 3 years, without being 
subject to the minimum annual capacity charge. Hf he contracts for more power 
than is indicated in the above sentence, there will be a charge for it even though 
it is not used. 

That is your statement, Mr. Aandahl? 

Mr. AANDAHL. That is correct. 

Mr. Ham. There is another point here that we are very confused on, 
and I think we need a clarification of it, and that is what 1s meant by 
nonpreference customers. Apparently they are going to become pref- 
erence customers, as far as I know, and there may be eases, but I have 
not heard of the utilities in our area, the private utilities that had 
contracts with withdrawal clauses in them, Certainly when they sign 
those contracts they could read them and know that there was a grave 
possibility that that power would be withdrawn from them, and 
certainly they should have made plans accordingly. 

Mr. Saytor. That is very interesting, but you want the private 
utilities to make plans, but you say you are unable to make plans, and 
I would like to know the difference. Will you define for us the differ- 
ence in the ability of the private utility to make plans wherein you as a 
co-op cannot make plans. 

Mr. Ham. All right. I think I ean give you the difference. The 
private utilities have been set up so that they are able and can take 
care of their own generation. They have the author ity to go on the 
open market and borrow money. We have only one source of power, 
either we have to buy it or we have to generate it. If we cannot—— 

Mr. Sartor. Can you tell me what other source the private utility 
has; they can either generate it or buy it. 

Mr. Ham. No; we cannot go on the open market. 

Mr. Saytor. Justa minute. Is there any other source for the public 
utility than to generate it or to buy it? 

Mr. Ham. No. 
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Mr. Savor. In other words, the source of availabl 
public ut ility is the same as yours? 

Mr. Ham. Oh. no. 

Mr. Sartor. Just a minute. I jus st ask you whether or not ther 
was any other source of power; the ‘Vean either generate it or buy it. 

Mr. Ham. That is right. F 

Mr. Saybor. All right. Asan REA, you can either generate it 
yoncan buy it. Is that not right? 

Mr. H. AM. But we cannot goon the open market— 

Mr. Sartor. Justa minute. That is right, is it not ? 

Mr. Ham. That is right. . 

Mr. Sartor. Se, on that phase of it, vour . is the same. Ne 
I want vou to dis tings between why the public utility can plan La 
cording to you, and the private RE A cooper: hae annot plan in the 
future? 

Mr. Ham. As Ist: arted to say, the prince ipal reason we cannot is be 
cause we are sub ject to the dise retion of someone else as to our ability 
to borrow money, and we cannot borrow mone Vv on the open market 
for gener: ition, beeause our contracts are so written that we cannot 
obligate ourselves to that kind of a deal. 

Mr. Bunce. You mean, the difference is in the plan of financing? 

Mr. Ham. The diffe ‘rence is in the financing. We 
plans szhead of time. 

Mr. Bupcr. Of course, you have the biggest banker in the world, thi 
United States Government; you get the money for less than the inte1 
est rate that is charged the private utility. 

There is one thing that 1 would like to determine. Secretary Aan 
dahi has testified that the preference eustomer would be given the 
power from the Federal Government as long as the Federal Govern- 
ment has power. And we all know that unless there is very substantia] 
new investment in steam generation the Federal Government cannot 
take care of the increased load over the years. 

Are you in Nebraska making any provision to take care of the 
increased load of the future? 

Mr. Ham. That is right; the Tri-State Generation and Transn — 
Cooperative is making application to the REA for funds to build : 
generating plant. However, until we have been assured that funds 
will be made available and we ean, we still have to look to the Bureau 
of Reclamation for our entire source of power at the present time and 
until such time as the decision has been made, and until such time as 
a favorable decision is made that we can borrow the money, then we 
will not know that we can have the generating plant. 

Mr. Buper. I am happy to learn that you are taking some looks 
into the future. 

Mr. Ham. We have been working on that for several years. The 
oint I was trying to make was this: That the private utilities that 
es had these contracts who are suddenly going to become preference 
customers are important to us. We would ‘like to know who the y are 
and who decides who they are. It is not in the criteria 

The new statement that has come out has merely said | that certain 
ones who have been buying power would be put in a preference class 
so that they could continue to buy power, which would mean that 
would make it a lot closer date that it would be necessary for us to 
have supplementary power. 
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Mr. Berry. What do you anticipate it will cost you to generate your 

ower ¢ 

Mr. Ham. Our engineering study which was recently completed 
states that after the plant gets in production it would cost us about 
a half mill to three- ae irters of a mill more than we are now paying, 
waking it roughly 714 to 784 mills, 

However, | cannot give you a clear-cut answer yet, because we have 
pot comple ted negotiations with the De spartment of Interior, which 
may change that, depending upon the wheeling arrangements and 
other arrangements for getting into the system, ‘That is net com- 
pleted yet, so I cannot give you a clear-cut answer, 

Mr. Berry. It would be in the neighborhood of 8 or 9 mills? 

Mr. Ham. No, we do not believe it will be much higher than the 
714 to 734 mills. That looks like now what it would be. However, 
until those negotiations are completed we cannet give you a definite 
answer. 

Mr. Berry. I was just wondering why there was so much of a vari- 
ation in what it 1s going te cest vou and what it ts costing the pubhe 
power units in Nebraska, 

ork Ham. Because the unit we will put in will be considerably 
bigger than the ones available at the present time. We will put ina 
much ‘; arger unit, which will therefore run much more efficiently than 
the small units available there at the present time. 

Mr. Berry. It will cut the eost in about half, then? 

Mr. Ham. Of course, they have undoubtedly put in other charges 
and have charged us more than it would actually cost them. What- 
ever they intended to make on it would be in addition te that. 

Mr. Berry. But they figure about 17 mills? 

Mr. Ham. Seventeen mills. 

Mr. Sayior. Did you say that mm one case you had a bid of 17 mills 
and in another case about 2 cents ¢ 

Mr. Ham. No. Our association personally only got one quotation, 
because they were the only ones that were ‘able to service. I said in 
the area there are people who have paid 2 cents for power from the 
private utilities. 

Mr. Sartor. That is in the tri-State area ? 

Mr. Ham. In the tri-State area. 

Mr. Sayuor. In all of the three States involved in this tri-state area 
you have in each State a public-utilities commission, 

Mr. Ham. There is no public-utilities commission in Nebraska. 

Mr. Sartor. There is in the other States? 

Mr. Ham. I understand that is true, 

Mr. Saytor. For any contract that is entered tnto between any of 
the utilities, be thev public utilities or private utilities, it 1s subject 
to the jurisdiction of those commissons ? 

Mr. Ham. I cannot answer that because I am not aware of the law 
inthe other two States. 

Mr. Harrison. Mr. Saylor, Mr. William C, Wise, the attorney for 
the Missouri Basin -Electric Consumers Association, is in the room. 
I wonde rif he would come up-to the table at the same time. Maybe 
he could answer some of those same questions, 
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STATEMENT OF WILLIAM C. WISE, ATTORNEY. MISSOURI BASIN 
ELECTRIC CONSUMERS ASSOCIATION, WASHINGTON, D. C. 


Mr. Wise. Yes, sir. 

Mr. Sayvnor. Mr. Wise, in the three States that are involved in this 
tristate vroup, re ferred to by Mr. Ham, is there a publie utilities 
commission in each State ¢ 

Mr. Wise. As he pointed out, there is none in Nebraska. ‘There is 
one in Wyoming and in Colorado, 

Mr. Savior. Can you tellus why there is none in Nebraska, if you 
know ? . 

Mr. Wist e They have a State railway commission which has certain 
jurisdiction. My understanding is that it dees net have jurisdiction 
over the contracts or the rates of utilities, 

Mr. Saytor. And the other two States, then, de have public utilities 
commissions which handle contracts or negotiations beth between 
utilities and between the utilities and the customers ¢ 

Mr. Wisk. Yes, sir. 

Mr. Savior, Any contract or ny bid that was made te supply 
uny one of the RE A's m that tristate area whieh was in a State which 
had a pubhe utilities commission would be such that they would hav 
had to approve any contract that was entered inte. 

Mr. Wise. If it ts a speeial form of contract, which it would be 
almost certain to be in that ease, 

Mr. Savntor. So that while the price of 2 cents a kilowatt sounds 
tremendously high, that would still be subject te approval, ana the 
rate would have te follow, in all probability, the same pattern for 
rates in that entire area / 

Mr. Wise. Well, the first part of your question is true. There are 
often special arrangements mn large power contracts like this, where 
there is not foo much uniformity between them. 

Mr. SAYLOR. But that commission would have to approve the 
contract ? 

Mr. Wise. That ts right. 

Mr. D’Ewarer. Mr. Chairman é 

Mr. Harrison, Mr. D’Ewart. 

Mr. Dew ART. J think the recor ds ought to shew b v re ference that 
this committee held rather extended hearmes in the U pper Platt 
River Electrie area 3 or 4 vears age m which we went into : all of the 
matters of rates, because the Bureau of Reclamation had deliberate ei 
undersold the cooperative in that area te the extent where they broke 
that cooperative, which was a pewer and irrigation cooperative. They 
broke that eooperative, and this committee had te step in and bail 
out that cooperative and set it back on its feet on a sound basis. 

Mr. Miller, eould you vive us the reference to that ease, SO that we 
could have it for the record at this time: because . does ere: the 
history of rates quite completely’ It does show that a cooperative 
was broken by the Bureau of Reclam: ition, deliberate ae and that ‘thi 
committee had to bail out that ¢ ooperative. 

Mr. Miutuer. Mr. D’Ewart, I will have te cheek the record to get 
the names correctly, but I believe out in that area there were a grou 
of farmers who formed an irrigation distriet and had a power project 
whieh was helping to pay the expenses, and beenuse the rates es 
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tablished by the Interior Department around this little island of 
farmers were lower, they got into financial distress and found it was 
necessary to sell the entire project to the Government. 

The names of the three districts are the Gering and Fort Laramie 
Trrigation District: the Goshen Irrigation Distriet; and the Path- 
finder Irrigation District. 

Mr. Enoir. May I ask that we have a reference to those hearings 
in the record, so that whoever wishes to look at them may look at 
them? My recollection is that the Government bought a “white ele- 
phant” and that the local cooperative used the Federal Government 
as a means of bailing out a district which was otherwise bankrupt 
and was uneconomical. I may be mistaken about it. 

Mr. Miter. I think they were hurt, Mr. Engle, partly because 
of the rates established around the cooperative by the Federal Gov- 
ernment. In other words, they had te sell power, maybe beeause 
of an old plant or something, higher in this little area than what the 
farmers could buy it for outside the area. It was a question of either 
selling a “white elephant” or geng broke. ‘They took the lesser of 
the two evils. 

Mr. D’Ewart. The only point I want to make here is that we should 
have a complete record before this committee of the rates and rates 
charged and what has happened in this particular area. 

Mr. Harrison. H there is ne objection the matter referred to will 
be made a part of the record at this point, so that anyone who wants 
to go into the testimony given at that partiealar hearing will be 
able to do so. 

(CoMMITTEE NoTE.==-See Hearings before the Subcommittee on 
Irrigation and Reclamation of the Committee on Interier and Insular 
Affairs, House of Representatives, §2d Cong., on H. R. 6723, Serial 
No. 18.) 

Mr. Bupcr. Mr. Chairman, while Mr. Wise is here nav I ask a 
question ¢ 

Mr. Wisr. Sir, I am planning to testify after Mr. Ham, if you 
want to wait. 

Mr. Bunor. I have just one question I would like to ask Mr. Wise. 
I will not be here all during the hearings. 

Mr. Wise. Yes, sir. 

Mr. Bunor. I read with some interest your testimony before the 
Senate. I noted that you seemed to be very bitterly opposed te the 
so-called criteria which are, as I understand it, advance ground rules 
as to how the Bureau of Reclamation 1s going te conduet tts affairs. 

Now, ever since you have been in your present position the Bureau 
of Reclamation has had no ground rules at all: eve rything has been 
discretionary with the Department. They could do anything. Why 
do you object now to setting up these ground rules ¢ 

Mr. Wise. Congressman Budge, I intend to develop that at some 
length in my testimony. 

First of all. I think the Governor was mistaken in his testimony 
the other day when he said that there were no ground rules before. 
We would like to ask that there be pli iced in the record the previous 
policy of the Department of Interior, which is quite elear on this 
particular subject, which is eausing so much trouble. 
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I may say briefly that my clients’ objection to the _ ria—what I 


Wi as doing wi as trying to pre ~e nt thelr r position, asi] > here 5 that 
as the criteria was originally written and as interprete ted in speech s by 
Governor Aandahl and in the interpretations which he refe sd to 


the other day, spelling it out in more detail—the October 27 one— 
and other releases by the Depart tment, and bv the int rpretations 
pli iced upon it by the field people on the Departn ent, of the Interior. 
which were given to the «eo; peratives, it is Ir position 1f W ould defi- 
nl itely have put a number ot them out of ieee and it would ve ry 
ser] iously have harmed them financially. 

Getting down to the bottom of this, the pockets of _ farmers 
were going tosuffer. That was our only reason for ol ject ng to it, sir. 


We are Reeene to develop that s ituation as to how it tle ted them 
and how it still continues te affect them even after the criteria has been 
revised. 

Mr. Buper. I would be interested to ga tha I think. however, 
a lot of the in terpret: itions have been by} 0} le “ r than Governor 
Aandahl, and outside of ‘the D. partment. “They have been pretty 
widely disseminated, and some of them have bows verv Inaccurate. 

Mr. W ISE, Si ir, we were basin gy our fears on th offici: i see 
tions, ei ither the official releases of the Departmer it of the Interior or 
the speeches of Governor Aandahl, or what he id other vepnaniicl 


tives of the De spartine nt told the coo yperative pe op! le in conferences 
which were held with them. 

Mr. Buper. You are going to put in the record at some point what 
the criteria has been during the past years ¢ 

Mr. Wise. Yes, sir. If you want to de that now I ean. 

Mr. Buper. That can go in later, 

Mr. Wise. If you are not going tate here I think it is o ly fair that 
you should he ar what was tn the previous policy, which was issued 
on January 3, 1946, by the Secretary of the Inter ior. IL would just 
like to read one paragraph, if I may, at this time, for your benefit, 
especially, Congressman Budge, 

Mr. Bupcr. Iam familiar with that. Of course, that is the same 
criteria that Governor Aandahl! referred to when he testified before 
the committee last week. 

Mr. Wise. I understood him to say that nothing had been written 
out, as I understood the Governor’s testimony. I may be incorrect, 
but I understood him to say that this was an advance, this was an 
improvement. Prior to this time the Department had ‘nothing. 

We are going to spe ll out some rights for the cooper atives, I think 
was the idea. 

Mr. Sartor. Now, Mr. Wise, let us be very frank about this. That 
is not what Governor Aandahl said. 

I was not here, and I asked for the testimony, and he specifically 
specified this, Iam reading from page 15 of the testimony: 


The only key to a power policy prior to January 1 was the power policy state- 
ment of former Secretary of the Interior Ickes issued on January 3, 1946 


Mr. Wise. Yes, sir. Did he not go on either there or at some other 
time to say that there was nothing written out as to the terms of the 
contracts and nothing which gave the cooperatives the assurances 
which the new policy does? 
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I may be mistaken, but I have a very definite recollection of that 
testimony. 

We have endeavored, sir, to get a copy of the record and have not 
been able to do that, 

Mr. Ener. May Eask unanimous consent that the policy statement 
referred to by Mr. Wise be made a Pp: ut of the record at the conclusion 
of his testimony, so that we will have it inthe record! I have not seen 
it. I would like to see tt. ; 

Mr. Wise. For Congressman Budge’s information, if he is going to 
leave, may | read two paragraphs from this? 

Mr. Enorr. May I ask that my unanimous-consent request be acted 
on? We should have that in the record. 

Mr. Harrison. The request has been made for unanimous consent 
that the statement referred to of 1946 be made a part of the record 
following the testimony of Mr. Wise. 

Mr. D’Ewarr. Will you state whe signed it and the date, so that we 
will know what it 1s? 

Mr. Harrison, Will you deseribe the statement fully, Mr. Wise? 

Mr. Wise. Yes. sire The statement to which I referred, and I have 
a COpy of it here, is labeled: 

The Secretary of the Tuterior. Washingten. January 8. 146. Memorandum 
on Power Policy. Te all staffs of the Department of the Interier. 

Mr. Mitver. Mr. Chairman, may IT read the answer to question 4 
that I submitted to Mr. Aandah!? 

Mr. Eneur. Let us get this in the record, 

Mr. Harrison, Is there any objection to that being admitted, as 
identified at the present time? 

There being no objection, the paper will be admitted as a part of the 
record following Mr. Wise’s tes stimony. 

(COMMITTEE NOTE.—See p. 130.) 

Mr. Harrison. Mr. Miller? 

Mr. Minier. Question 4 ts one that the REA cooperatives sent in, 
and I have submitted it to Mr. Aandahl. The question ts: 

The ne we riteria now attempts te completely revise the old one which was very 
simple ‘he logical question preference eustomers have asked, is why? The 
gentleman states, “To date, we have not been given a legical answer.” Can you 
explain why it was necessary te have a new pewer pelicy ? 


The answer of Mr, Aandahl is: 


In the-past the Bureau of Reclamation did net have a power marketing criteria. 
Its procedure was based somewhat on the power policy statement issued by former 
Secretary of the Interior Harold Ickes on January 8, 1946. In addition toe that 
contracts were approved as to form for the Bureau dy the Department. With the 
background of the 1946 power-policy statement and the substance of contracts 
that were already completed, the field force of the Bureau of Reelamation was 
expected to negotiate contracts for the sale of power. With the change in 
administration the field forces of the Department ef the Interior, as well as the 
customers and public in general, needed specific information relotive to the 


generation, transmission, and sale of power. Te meet that purpose the power 
policy statement of August 18, 1953, was issued: and to give more detailed 
instructions, the power marketing ¢riteria for the Missouri “asin was approved 
in September. The power marketing criteria for the Missouri Basin sets out in 


definite form and continues many of the eenditions that prevailed in the past. 
It also establishes some new principles, the most important of which is to spell 
out the fact that there must be a sizable element 6f local responsibility in meeting 
the full power needs of the various €ommunities. 


Mr. Harrison, Are you through, Mr. Budge ! 
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hat Mr. Buper. Yes, 
: Mr. Harrison, Mr. Saylor, 


not Mr. Savnor. Tam verv much interested in determining whether 

net Mr. Hama ts anthorized te speak for this tristate organization, 
ent when he made his statement that nobody wants te have the Gover 
on ment sel} power toa loss, Is that the Mlithinioius opinion of the tn 
een state organization ! 


to STATEMENT OF CHARLES E. HAM, DIRECTOR, TRI-STATE GENERA- 


' TION & TRANSMISSION COOPERATIVE, SIDNEY. NEBR. 
‘tee 
Mr. Ham. Pthink that the president of the Tri-State Generation and 


sent Trensmission Assocation t= herve, A ! uniber ot the hye iva ot director - 

‘ord arehere, Tthink that you coulet ask then Tam the vice chairman of 
the Tri State Generation and Pransmiission Association. 

r We Mr. SAYLOR. So far as you know, the statement whet: you m ide Is 
correct ¢ 

ise ? Mr. H iM. That is riwhi. I have hever heard anybody we have 

ave disctissed it te quite an extent—-request that the Government sell us 


power at Jess than their eost. 


Mr. Savior. How Jong has this tristate organization been in 
digm ; ? 
eAXisieneces 
Mr. Ham. Approximately 2 vears, 
} I 
, ’ S - ' ° 
_ Mr. Savion, How old are the members that helong ter it’ How 
manv years have some of those been mn ¢ Nistence? 
1 Mr. Tian. Well, I do not know what the oldest one Is, I know some 
2 as 


of t! Chi h ive been iN) eXiste) ‘eover ES years, 
e the Mr. Sas Lor, Over 1a years! 
Mr. Ham. Yes. 
Mr. SaYbor. Some of then: were in exister ee dy 1940 is that correct / 
Mr. Ham. Yes. I think se. Now, Deould not say that for certain, 
but Tam pretty sure tha: Chimney Rock Puble Power District in 


4 ; — : 
~ Nebraska was. T eannot tell von for sure if any of the rest of them 
were or not. 
‘Very Mr. Savion. The reason ' ask tt ts that T have vend in the papers 
Phe ana heard elsewhere where a number ot people uve complained about 
a] you | ’ 7 ,: " : a i 
the fact that this propos “d change pnueht authorize eontracts With 
privately ow! eal utilities WV hieh clo het contain aw W ithdrawal prov Is On. 
I have before me a « Ops of the testimony on December Zee W hen there 
teria. Wasa Vist oft about Lh eontracts which h Wwe heen entered inte by the 
ormert former Bureau of Reclamation given, none of whieh havea withdrawal 
y that as ’ } ,. ¢ ° ; yt 
th the Provisions wna I have never heard of wNVHOdy raising & protest that 
tracts \ wv. and they are not for small amounts of power, 
nh Was | see here ene for the Cahifornia Eleectrie Pov eT Co., wl re they 
me yt entered into a contract Mav 20. 1941, which authorized them to take 
as the oa ‘ : . ; 1) 
mage - SSIS percent of the firm energy of the Hoover Dam. 
power Mr. Encir. Will the ve itleman s iela@ at that port ? 
‘tailed The gentleman is familiar with the Boulder Canvon Act, the so 
roved called Swing-Johnsen Act, which speeifierlly authorized that kind of 
eut in P is ee. ‘ 
. past an arrangement, 
» spell Phe Boulder Canyon, new known as Hoover Dam, was not built 
eeting under the Reclamation Law. It was built under a special act. Sout! 


ern California bonded itself and agreed to pay for the whole shoot: 
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match before they put a shovel in the ground. It is not a parallel 
case at all. 

Moreover, the rest of those figures are misleading. They relate to 
contracts made in the Northwest under the Bonneville sys stem, which 
was also authorized under a special act and not under the Reclamation 
Law, and carried specific commitments to make firm sales of publie 
power to the aluminum industry and others necessary in defense 
enterprises. 

That set of figures requires some clarification. 

Mr. Sartor. I am delighted to know that the great Northwest has 
gone down and has included the Missouri Basin. I am sure that folks 
in the Missouri Basin will be glad to know that they are included in 
the great Northwest, because three of these contracts I am looking at 
right now include the Missouri River Basin. 

Let us get this straight. This is not anything new atall. It isa 
sounding board that some people have taken great advantage of and 
are making great political hay out of. 

[ think that the Secret: ry is to be congratulated on the fact that he 
has had the foresight to lay down a policy y which calls upon not only 
the public utilities to go out and plan in the future, but alse calls upon 
those organizations which are known as the publie-power groups to 
also lay their plans for the future so that this thing can progress in 
an orderly lal tom, 

Mr. Enoir. Does the gentleman contend that the Missouri Basin is 
under the reclamation law or under a special act? The gentleman is 
already down from a number of 12 toa number of 8. We are talking 
about those 3. 

Does the gentleman want to s: ay that the Missouri Basin is being con- 
structed under reclamation law? 

Mr. Sartor. I did not say it was being constructed under that law. 
This is a question here now with respect to these policies. These are 
contracts which have been entered into, 

Mr. D’Ewarr. The Bureau of Reclamation markets the power in 
each one of these cases. 

Mr. Bentsen. Mr. Chairman, I think it is time that we heard these 
two paragraphs the gentleman has been trying to read. 


STATEMENT OF WILLIAM C. WISE, ATTORNEY, MISSOURI BASIN 


ELECTRIC CONSUMERS ASSOCIATION, WASHINGTON, D. C.— 
Resumed 


Mr. Wise. Mr. Chairman, I would like to assure Congressman Say- 
lor that the clients whom I represent, the Missouri Basin farmers, are 
not out to pick on anybody and are not bitterly opposed to anybody 
unless that person does something to harm them; and in this case their 
pocketbook. I think people have been trying to create the impression 
that there was something political about ‘this, or that there were cer- 
tain agitators here in Washington or other places trying to stir this up. 

I would like to say « categorically that I am certain a majority of my 
clients were shown by the last election returns to be of the same party 


as you are, and are strong supporters of the President in what he 1s 
trying to do now. 


Mr. Benrsen. That was the last. election ? 
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Mr. Wisr. Sir? 

Mr. Bentsen. That was the last election. 

Mr. Wise. The last election. 

I do say this respectfully but consideredly: I think that it was very 
unfair of Governor Aandahl to make the statement he made here, the 
last part of which you just read. ‘Those names were given so fast that 
we were not able to get all of them down. But we have checked on 
them. 

The situation we have discovered is this: We do not say this in de- 
fense of anyone, because our « ‘ooper: itives had ple nty of trouble with 
the Bureau of Reclamation in the past. They have never gotten the 
treatment we think they should have had. 

Some of the Congressmen who are present here, from the Missouri 
Basin region, know that they have had to intercede to help the coopera- 
tives out. If it had not been for some of those Congressmen, the coop- 
eratives would not be in the position they are today. 

So far as we can find there is only one violation of the policy 
issued by the Secretary. Asa matter of fact, I believe the policy was 
issued because of that violation. That is the Arizona Edison Co., 
which would get a long-term contract for 15,000 kilowatts. Some- 
body got to somebody in the Bureau; that is the only explanation we 
have for that. That is why that contract was entered into. 

The cooperatives immediately protested. Prior to 1946 the coop- 
eratives were not strong enough to do much protesting, but they did 
then. 

It is my information that as a result of that the Bureau was re- 
organized and the handling of these contracts was changed, and 
thereafter eve ry contract had to come in to the Secretary to be ap- 
proved before it could be entered into. We have found only one sub- 
stantial violation on the part of the Bureau of Reclamation, and that 
is the Arizona Edison Co. 

Mr. Ruopes. What date was that contract ? 

Mr. Wise. 1946, I believe, sir. 

Mr. Sartor. The Arizona contract, Mr. Rhodes, according to the 
list which was placed in the record, is the Arizona Public Service Co. 
contract which was entered into April 24, 1939. That is the earliest 
of all 

Mr. Wiser. Sir, that is not the one I referred to. That is one under 
the Boulder Dam Act. 

As the Congressman from California pointed out, it is governed by 
an entirely separate act. I think it is highly unfair to try to show that 
as an example of what could or should be done on this. 

Mr. Harrison. As I understand it, there is no record of these here? 

Mr. Wise. I am talking about this specific one. 

Mr. Harrison. You are testifying from your own ing, oho eas an 
employee of the Department during this particular time; is that 
right ¢ 

Mr. Wise. No, sir. I am testifying on the basis of a check, and we 
have tried to make that during the past couple of days. 

Mr. Harrison. You were a member of the Department at that time? 

Mr. Wise. No, sir. I was with the Rural Electrification Adminis- 
tration. 

Mr. Harrison. You were an employee of that group? 

41137—54——5 
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Mr. Wise. Yes, sir. I have never been with the Department of the 
Interior. 

Mr. Harrison. Certain testimony you are giving you have gotten 
from past experience or from people you have ‘known ? 

Mr. Wise. Some of it I am person: ally familiar with. Most of it is 
based on the check we tried to make in the last few days. 

Mr. Harrison. Who made that check? You said “we.” 

Mr. Wise. My partner and I. 

Mr. Harrison. Is your partner here? 

Mr. Wise. Yes, sir. 

Mr. Ruopes. Mr. Chairman, may I proceed? 

Mr. Harrison. Yes, 

Mr. Ri (ODES Do you know of any cooperative within the State of 
Arizona which was me 9p by the contract with Arizona Edison? 

Mr. Wise. No, sir; I do not and I am not saying that the Depart- 
ment in its opinion did not arrive at the judgment that that power 
would not be required for preference customers. It does illustrate the 
situation of what happens if you enter into long-term contracts, and 
the situation where the cooperatives will need that power. 

Mr. Rropres. How Jong a term of contract was that ? 

Mr. Wise. I think that is in the record. I believe either 15 or 20 
years. 

Mr. Ruopes. You do not know of any cooperative at all in the State 
of Arizona, do you, which could have ‘taken that power from Parker 
Dam ? 

Mr. Wiser. No, sir; but we still protested as a violation of the law 
the entering into of a long-term contract. Our suggestion would be 
in that case, as in all of these cases, that it should be done under a 
contract of whatever length the Bureau wants to make it with a with- 
drawal provision. 

Or, if this short-term contract can be worked out on a satisfactory 
basis, we will try to establish why we think that is not really as satis- 
factory. 

Mr. Ruoprs. In other words, you have no objection to the Govern- 
ment marketing its power ? 

Mr. Wise. Of course not. 

Mr. Ruopes. If a private utility 1s the only source for taking the 
power, you have no objection to making the contract ? 

Mr. Wise. And where the act spec ific ‘ally authorizes it we have no 
objection to that. We think the intention of Congress should be carried 
out as it was done on all those cases, 

You can analyze them one after another. A number of them are 
down in the Southwest, in the Rio Grande, where there is only water 
about half of the time. The cooperatives could not use that at all. 
That would enter into the long-term contracts out there. 

Mr. Ruoprs. Have you studied the negotiations leading up to the 
granting of these contracts so that you “know whether there was a 


definite finding of the possibility of the cooperatives taking that power 
in the next 10 or 15 years? 


Mr. Wiser. No, sir. 

Mr. Ruopes. In other words, there may have been a definite finding 
that there was no such possibility. 

Mr. Wise. Yes, sir. 

Mr. Ruopes. Thank you, 
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Mr. Harrison. Mr. D’Ewart. 

Mr. D’Ewarr. Mr. Ham, I am = qui ite « ‘lear from your testimony 
as to how this new power criteria is going to hurt the REA’s in 
Nebraska. I know in your tri-St as area there are some very strange 
things that have been goin g on in years past, according to the testimony 
before our committee, in regard to power rates an id fights between the 
cooperatives in Nebr: as ska. You all, o f course, have public power, SO 
that there is no fight between private power and p blic power; it is 
all public power. 


STATEMENT OF CHARLES E. HAM, DIRECTOR, TRI-STATE GENERA- 
TION & TRANSMISSION COOPERATIVE, SIDNEY, NEBR.—Resumed 


Mr. Has. That is right. 

Mr. D’Ewarr. There is one group, as I take it, tryll ig to geta little 
ahead of another, according te your testimony ¢ 

Mr. Ham. No. 

Mr. D’Ewarr. What is your te ‘stimony ? I thought one was volng 
to try to overcharge another group for the public power. 

Mr. Ham. The reason their rate is high is because of their small 
generating plants at the present time. The reason their rate to us 
would be ‘large i is because in the western area they have only smal] 
generating plants. 

Mr. D’Ewarr. That does not explain to me how this power criteria 
affects that situation. 

Mr. Ham, The REA’s m the area have only one place where they 
can get appreciable power. They did not have a large amount. They 
could not attempt to take care of their needs. The only place 
have to get it is from the Bureau of Re lamation. 

I might take just a second to sav hew this Tri-State G. & T. came 
into existence. It became apparent several years ago that it looked 
like the Bureau of Reclamation was going to run out of power. We 
went to them and asked them when that time would be. For some 
time they would not admit that would happen. When they did, 
they first said it was 1959, but now at the present time their figures 
say 1956, 

If we are able in our endeavors to get funds from the REA Admin 
istrator to build a generating plant by that time, then we would only 
have to contract for enough power to take us to our total needs under 
1956, beeause then the generating plant would take care of our load 
growth. 

However, if we do not get that generating plant we will have to of 
necessity contract for as much power as we could get 

Now, when I stated that the Department of the Interior, Bureau 
of Reclamation figures said 1956, they contemplate taking care of 
the load growth for not onlv the pre ference eustomers but the non- 
preference customers, too: to earry that on. 

Mr. D’Ewarr. But in Nebraska you only have preference custé 
mers, do you not? 

Mr. Ham. That is right. 

Mr. D’Ewarr. There is no other kind of eustomer in Nebraska. 

Mr. Ham. Not to my knowledge: there is not. 

Mr. D’Ewart. That is what I understand. 


we 
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Mr. Ham. I do not know of any other. 

Mr. D’Ewarr. That is my understanding. It is 
against another. 

Mr. Ham. No. 

Mr. D’Ewarr. The problem is to divide it fairly and equitably, 
among them all. 

Mr. Ham. That is right. 

Mr. D’Ewarr. Yes. 

Mr. Ham. What I was getting at was this: If we have to sign a 
contract before we know whether or not we can borrow the money 
to build a generating plant we would have to sign it for a larger 
amount of power, provided we ean get it. The Department figures 
are the only ones who could tell that. 

Even to the extent of attempting to get the power that they had 
anticipated selling to the nonpreference customers—to get as much 
of it as possible to take care of our load growth—— 

Mr. D’Ewarr. We can leave the nonpreference customers out, be- 
cause there are not any. They are all preference customers. You 
stated a minute ago that they are all preference customers. 

Mr. Ham. In Nebraska; but not in the tri-State transmission area. 

Mr. D’Ewarr, They are all preference customers in Nebraska ? 

Mr. Ham. In Nebraska. 

Mr. D’Ewarr. That is what we are concerned with at the present 
time. 

Mr. Ham. Just in Nebraska there are none. 

Mr. D’Ewarr. That is my understanding. 

Mr. Ham. I was speaking in terms of the tri-State generation and 
transmission area, and we are a member of that association. You 
cannot divorce Nebraska from that and talk about it alone. 

Mr. nee Would the gentleman yield? What is the story for 
the next 7 or 8 years in western Nebraska, Colorado and Wyoming 
as to having sufficient power to meet the needs of all the preference 
customers ¢ 

Mr. Ham. Well, the facts that were given us by the Bureau of 
Reclamation indicated that their studies showed that they coul d carry 
the 1956 peak, but they probably would not be able to carry 1957, 

Mr. Miter. In other words, no power out there would be sold to 
anybody Te preference customers ? 

Mr. Ham. Oh, yes. Their question was that they would take care 
of the increased load of the private utilities they were serving. 

Mr. Mitter. Are you now planning to build a steam plant or some- 
thing there, if you can get the money, in order to meet the load after 
1956 ¢ 

Mr. Ham. That is right. 

Mr. D’Ewarrt. Can your tri-State association go into the open mar- 
ket and get the money ? 

Mr. Ham. Well, I could = answer that question. I do not know. 
It has not been attempted. I do not know whether they could or not. 

Mr. D’Ewart. Under what law is it organized ? 

Mr. Ham. Weare organized under the laws of the State of Colorado 
at the present time. 

Mr. D’Ewart. Then if you are organized under the laws of the 
State of Colorado I imagine you could go into the open market the 
same as anybody else and | get the money to build the steam plant? 
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Mr. Ham. However, our own contracts are with the slope il Gov 
ernment. Whether that would prec lude that or not I cann 
the question, because I am not an attorney. 
Mr. D’Ewarr. Do you know, Mr. Wise # 


lnswel 


STATEMENT OF WILLIAM C. WISE, ATTORNEY, MISSOURI BASIN 


ELECTRIC CONSUMERS ASSOCIATION, WASHINGTON, D. C— 
Resumed 


Mr. Wiser. Pardon me, sir? 

Mr. Ly E WART. Do you kn ow whether the sy would be p revent 
any contracts they have from goi ng inte ‘the 
money 

Mr. Wiser. Under the terms ef their m ortgage the ¥v wo ild have to 
secure the consent of the Administrator of the » REA. 

Mr. D’Ewarr. There is no mortgage aesinel the tri-St: 
tion, as I understand it, at all. 

Mr. Wise. You are right,sir. Tam sorry. They are a new organiz 
tion. They have no eontract. 

Mr. D’Ewar i. Th: at is right. The ‘v hi: ave no contract whatsoever. 
The re is nothing to pre vent you from going into the opel : market and 
getting whatever money you need. 

Mr. Wise. Except the market itself, sir. 

Mr. D’Ewarr. Except the market. The other public utilities : 
faced with the same market, 

Mr. WISE. This would also v0 to the answer of Congressn ans LV 
lor’s earlier question, The difference between a cooperative and a 
public utility is, as he testified, their density. Even though they serv: 
a few small towns they still have about 114 customers per mile. Jae 
is true of most of the cooper: atives. I take it this committee iould 

take judicial notice of the fact that it would be impossible for this type 
of a cooper: ative to go into the open market and get financing, with no 
earnings record and that kind of an area to serve, 

Mr. D’ Ewart. In other words, your bonds would not be salable ? 
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STATEMENT OF CHARLES E. HAM, DIRECTOR, TRI-STATE GENERA- 
TION & TRANSMISSION COOPERATIVE, SIDNEY, NEBR.—Resumed 


Mr. Ham. I do not see how they could have, because none of the 
members yet have any equity, practic ally all of them being new. They 
have very little equity in their systems, when you come down to it. 
Th: it 1s all covered by a mortgage to the iF eder: | Government. 

Mr. D’Ewarr. If they are not salable in the open mi arket would t] 
still be salable to the REA? 

Mr. Ham. We expect so. That was the reason for the REA Act. 

Mr. D’Ewart. But would the REA still expect to get its money 
back ? 

Mr. Ham. That is right. 

Mr. D’Ewarr. If they can get it back with the REA I should think 
that the open market eould get it back. 

Mr. Ham. If we eould gO On the open mi arket and borrow money 
for our own systems there would not have been any necessity fot the 


REA Act. We had to have Federal assistance. 
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Mr. D’Ewarr. You are speaking about a different organization. 
Tri-State is not an REA association? 

Mr. Ham. No. 

Mr. D’Ewarrt. It is an association of public utilities in that area; is 
that right? 

Mr. Ham. That is right. It is an association of REA-financed sys- 
tems. There is no one in it that is not an REA-financed system. 

Mr. D’Ewarr. Let us get back to this power criteria. How are 
you going to be injured by the new criteria in Nebraska? 

Mr. Ha. By having to contract for power in excess of our needs 
in order to protect ourselves. 

Mr. D’Ewarr. But if you have to contract for 3 years, will that 
injure you? 

Mr. Ham. Not for 3 years, 

Mr. D’Ewarr. I see, Then if these contracts are drawn for 5 
years you will not be injured ? 

Mr. Ham. That 3s right. 

Mr. D’Ewarr. Is there any reason why you have to make longer 
contracts than 3 years? 

Mr. Ham. The things that have come to us from the Department of 
the Interior have indicated to us that there was a reason. Now, if 
there is a new statement that has come out to change that, that 
would be a different thing. 

Mr. D’Ewarr. My understanding is that the Department of the 
Interior will enter into contracts for such periods as best meet a 
particular situation, Under those circumstances and if they will 
enter into one for 3 years would you be hurt by the power r criteria? 

Mr. Ham. Not if we could have assurance that when we needed the 
power it would be available. 

Mr. D’Ewarr.. You are asking for an assurance that one preferred 
customer, you, should have the power as against another preferred 
customer, somebody else? 

Mr. Ham. No. 

Mr. D’Ewarr. How would you write that formula? 

Mr. Ham. I do not believe I quite follow. 

Mr. D’Ewarr. You are asking that you should have assurance as 
a preferred customer to power after 3 years as against another pre- 
ferred customer. How would you write that formula so as to be fair 
to both? 

Mr. Ham. I did not ask that, I do not believe. If I did I did not 
intend to. 

Mr. D’Ewarrt. That is what you said. You said you would not be 
hurt by this power criteria s you could be assured you would have 
power when you needed it. Isaid then how would you write a formula 
that would protect you as a pt customer at the end of 3 years 
as against another preferred customer who might equally need the 
power ? 

Mr. Ham. MaybeI can answer the question a little better. You want 
to know how we would be hurt? 

Mr. D’Ewart. I want to know how you would rite a formula. 

Mr. Ham. No. 

Mr. D’Ewarr. You said you would not be hurt on a 3-year contract. 
That is your statement, provided you were assured of power after 
3 years. 
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Mr. Ham. No. 

Mr. D’Ewart. Now Iam asking you how you could assure the REA 
of power after 4 vears as against another prefe ‘rred customer equally 
entitled to it. ; 

Mr. Ham. We could not. and we would not expect to be assured 
against another preferred customer. We would e xpect and do desire 
that the power chat is sold to the nonpreference customers be sold to 
them in such a manner that when we need it it will be available to us. 

Mr. D’Ewarr. Well, as I understand it that is the testimony before 
this committee, that they will enter into long-term contracts not to 
pre judice the preferred customer in his future needs. 

Mr. Ham. There is one other point, however. In the criteria it gives 
us a chance for about a 20 percent increase without paying, if we make 
that in 2 years: without paying a pen: alty 

AsI pointed out previously, our expe rience is ver vy poor. There are 
some other things which enter into it right at the present time in our 
own cooperative, and this might not apply to any other one, but it does 
to our spec ific one. 

On the basis of having been presented a contract by the Bureau of 
Xeclamation, which our board of directors signed, which increased our 
contract rate of delivery from 1,000 to 5,000—that was a little over a 
year ago that was signed. It was in the first part of December, I be- 
lieve. I cannot remember the exact dates, but it was in December over 
a year ago. 

"That contract has not been heard from by our association since then. 
An executed copy has not been returned to us. 

On the basis of that, though, and the assurance of the Bureau of 
Reclamation officials that it would be signed, we signed a contract 
with the Platte pipeline to deliver them 1,500 kilowatts of power. 
They are at the present time only using 700. They have indicated that 
there is a possibili ty that they will use the additional 800, or at least 
700 of it in the near future. They are not ready yet to state categori- 

‘ally that they will. 

Under the old contract whe ther they did or did not it would not have 
hurt us, because there was more than a 20 percent load growth in there. 
Under this one if we sign a contract,.assuming that they will for that 
amount of power, and they do not, it will cost us about $10,000 a year. 

Mr. D’Ewarr. Now, if I understand this correctly, you are asking 
the Bureau to hold 700 kilowatts of power in reserve for you in case 
you may need it to fulfill a contract you have entered into. In order 
to do it are they going to have to deny some other preference customer 
the use of that power ? 

Mr. Ham. Well, I cannot answer that question beeause I do not have 
their records. 

Mr. D’Ewarr. Is there not a demand for all the power that is avail- 
able in Nebraska ? 

Mr. Ham. I assume there will be, but I do not think even the 
Department has those figures yet. 

Mr. D’Ewarr. Assume there is. My information is that there is a 
demand for all the power 

Mr. Ham. I think there will be. 

Mr. D’Ewarr. Assume there is. 

Mr. Ham. Yes. 
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Mr. D’Ewarr. Would the Bureau be treating preferred customers 
fairly if they denied that 700 kilowatts to some other preferred cus- 
tomer, because you might because of a contract you have entered into 
need it at some time in the future ¢ 

Mr. Ham. Well, if we did not need it certainly we would be willing 
to make it available to somebody else, 

Mr. D’Ewart. That is right. 

Mr. Ham. But the statement has been made that if we signed that 
contract we would have to pay that penalty whether we used it or 
not. That was the point. 

Mr. D’Ewarr. Therefore, you want the Bureau to deny the 700 
kilowatts of power 2 

Mr. Ham. No. 

Mr. D’Ewarr. That is being generated ; 700 kilowatts to some other 
preferred customer; because you may be penalized because you cannot 
use it. 

Mr. Ham. No; we have asked they delay our signing the contract 
until we resolve some of these problems. W e have not asked that they 
deny that to anybody. Obviously, if we are not going to use it it 
will be available for someone else. There is not any question about 
that. The question was answered, and I think maybe I got the 
answer wrong. If we signed the contract we would be required to 
pay that penalty whether we used the power or not. 

Mr. D’Ewarr. After, I believe, an additional year, you are allowed 
a certain percent. The penalty the second year is—— 

Mr. Ham. The first vear, 80 percent; we pay only on 80 percent; 
the second year, 90 percent, and thereafter 100 percent. 

The point I was getting at was the statement made that regardless 
of whether we used it or not, we would have to pay for power if the 
contemplated contract is entered into. 

Mr. D’Ewart. What I am trying to find out is how you are going 
to be injured by ‘this power criteria and how far you think we should 
prefer you and deny another preferred customer, because all of them 
are preferred customers in Nebraska. 

Mr.. Ham. I do not think you should deny another preferred 
customer. 

Mr. D’Ewarr. You do not think we should deny the other preferred 
customer at all, even though it might injure you? 

Mr. Ham. No; absolute ‘ly not. We should be treated exactly the 
same, 

Mr. D’Ewarr. Admitting that, how does this power criteria hurt 
you? 

Mr. Ham. By the statement I just made. If we are permitted to 
enter into a contract with a full 20-percent leeway, we cannot be too 
accurate, and the statement was made that, once this contract is 
entered into, we have to pay the penalty whether it is used or not, 
even though that power should be sold to someone else. As I pointed 
out, there is going te be more demand for power than exists, and 
the fact we have to pay the penalty whether the power is used or 
not 

Mr. D’Ewart. There is only so much power in this pool. Either 
you get it, or somebody else gets it. And you are both preferred 
customers; you are both public utilities and are both preferred cus- 
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tomers. If you do not sign a contract for it, then they have to sell 
it to someone else, 

Mr. Ham. What I was geting at is we would like to see in there 
also the possibility if we sign a contract and then we cannot use the 
power and that power would be sold to somebody else. we would be 
relieved of responsibility. 

Mr. D’Ewart. In the meantime, some other customer is going to 
use the power. 

Mr. Encte. Does not the ventleman (Mr. D’Ewart) assume they 
are all preferred customers ¢ 

Mr. D’Ewart. They are all preferred customers in Nebraska; they 
are all public utilities or cooperatives. 

Mr. Ener. But all of the peop le who make elaim on this power 
are not preferred customers, are they ¢ 

Mr. Ham. No, they are not. 

Mr. Encir. There is the crux of the thing. I thought the argu- 
ment was between preference and nonpreference customers. 

Mr. D’Ewarr. No, between preferred customers in this particular 
area. 

Mr. Enerr. Let us get that settled. I do not believe that. I have 
the impression that the competitors for this power are both preference 
and nonpreference customers; that they are in the position of scram- 
bling for this power among themselves and any nonpreference people 
thrown in. 

Is this an argument between preference customers, or between pref 
erence and nonpreference customers ! 

Mr. Ham. This is definitely an argument between preference and 
nonpreference customers, 

Mr. Beray. From what division in the Missouri Basin do you get 
rian ee e: astern or western division ¢ 

Mr. Ham. From the western division, 

Mr. Berry. What States does that include? 

Mr. Ham. I think primarily Colorado, Nebraska, and a small por- 
tion of Wyoming. I cannot answer the question whether any goes 
out of those 3 States, or not, but I think it is all sold within those 3 
States—Wyoming, Colorado, and Nebraska—Nebraska probably get- 
ting the smaller portion at least areawise. 

Mr. Berry. Nebraska is in the eastern division ? 

Mr. Ham. Yes. The divisional line, as I understand it, is about at 
the North Platte in Ogallala. 

Mr. Mitier. Do you know whether any power now generated in 
the 3 States is being sold beyond the 3 States, and how much? 

Mr. Ham. I havea graph put out by the Department of the Interior 
that shows in 1953 there was approximately 100,000 kilowatts sold 
to preference customers, which included some rural electric coopera- 
tives and other preference customers, and approximately 52,000 kilo- 
watts sold to private utilities. 

Mr. Mititer. When were the contracts for the 52,000 kilowatts 
made ? 

Mr. Ham. As near as I can read it, it is a very small part for non- 
preference customers. 

Mr. Mititer. When were the contracts made to sell power to private 
utilities? 

Mr. Ham. I could not answer that. 
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Mr. Miter. I wonder if the Department of the Interior would be 
able to answer that. If there are 52,000 kilowatts in the three-State 
area now being sold to nonpreference customers, under what type of 
contract is it sold to nonpreference customers, and if it 1s available 
for preference customers if and when they want it? Is there anybody 
from the Department of the Interior who can answer that? 

Mr. Aanpauu. The testimony I gave last week indicated there were, 
I believe, some 53,000 kilowatts under contract in the western division 
with nonpreference customers and, to the best of my knowledge, all of 
those contracts have a withdrawal clause in them. 

Mr. Miter. They have a withdrawal clause in them, so that that 
power would be available on application of preference customers for 
power in a reasonable time? 

Mr. Aanpaut. If preference customers made application, then it 
would be up to the Department, or the Bureau of Reclamation, to 
make an administrative decision as to whether or not they would 
withdraw the power. And there is a 30-month notice required in 
the meantime. 

Mr. Mitier. When were those contracts entered into? 

Mr. Tatrarerro. I do not have the date, but I would say in the past 
3 years, the most of them. 

Mr. D’Ewarr. Then if I get the picture, you would be hurt by the 
difference between the 30-month period under the present withdrawal 
clause and the 3-year contract that might be entered into under the 
new system. In other words, there might be the question of the denial 
of the use of this power for 6 months? 

Mr. Ham. Provided they keep the withdrawal clause in there, so 
that this power would be made available to us. 

Mr. D’Ewart. I am talking about a 3-year contract. 

Mr. Ham. On that basis, we would not be hurt, if that power was 
available to us. 

Mr. D’Ewart. I want to find out how you are going to be hurt. I 
cannot see how you are going to be hurt. In fact, you have not con- 
vinced me that you are going to be hurt in any way in your particular 
area. If you can show me how it is going to affect you, I wish you 
would. You have not done so yet. 

Mr. Ham. On the basis we would have to pay for power. TI said on 
the old basis, the old power contract, we had a lot more than 20 percent 
leeway between our contract rate of delivery and usage. At the pres- 
ent time, that is all they would allow us and a great many of the groups 
out there are in the same position; at least I think a great many of the 
groups out there would be in the position, I know we are, that we can- 
not be that accurate and still we, of necessity, have to try to protect 
ourselves. If we contract for more than we can use, if we make a mis- 
take, and we can make a bad mistake, the statement has been made we 
would have to pay for that power. 

Mr. Mirier. Question No. 12 that Mr. Aandahl sent in reads as 
follows and may answer your question: 

Is it necessary for preference customers to apply for power beyond their 3-year 
requirements? 

Answer. It is not necessary for preference customers to apply for power beyond 


their 3-year requirements. If Federal power is available, it will be reserved for 
them by interim sales under short-term contracts, 


Does that clarify it? 





be 
ite 


of 


le 
dy 
re, 


on 


of 


at 
or 


to 
ld 


in 


year 


rong 
| for 


POWER POLICY él 


Mr. Than. No, it does not quite clarify it. There is another one there 
that asks if we e would have to pay for power if we did not use it, and the 
answer was we would have to pay for it. The point I am making is 
that we would like—— 

Mr. Mitier. Here is the answer to the other question: 

I do not understand why preference customers must now eontract for moré 
than their present power needs whereas under the previous administration all 
they had to do was ask the Bureau for more power and it was furnished them. 

Answer. Under the Missouri Basin power marketing ¢riteria preference custo- 
mers she uld only contract for their present needs plus the anticipated growth 
for Zoro years. If additional power is neéded later, they may apply for it when 
needed and receive such additional power if it is available either from new gen- 
eration that is brought into production or from power that has been held in 
reserve for preference customers under short-term, interim eontracts. 

Mr. Ham. Was not there another question asked, if we have to pay 
for power that we contracted for and could not use ¢ 

Mr. Mitier. Yes. 


Is it contemplated that the preference enstomer must pay for power contracted 
for but which may not be needed or used for several years? 

Answer. Under the provisions of the Missouri Basin power marketing criteria, 
the preference customer may contract for énough power to meet his current needs, 
plus what might be needed for the normal growth of 2 or 3 years, without being 
subject to the minimum annual ¢apacity charge. If he contracts for more power 
than is indicated in the above sentence, there will be a charge for it even though 


it is not used. 

I presume that is within 2 or 3 years time. 

Mr. Ham. That is right. 

Mr. Miter. And is not the leeway under the contract limited very 
much to that time ? 

Mr. Ham. The point I am making is that right at the present time 
we are in the position where we do not have to contract. 

Mr. D’Ewarr. You will agree if the Government sells all of the 

yower available at a Federal project, they will be able to sell it at a 
Nias rate than if it sells only 90 percent of it? 

Mr. Ham. That is right. 

Mr. D’Ewarr. Now it the Department cannot contract all of this 
power because it needs to hold back some because you may need it, 
under circumstances not now foreseeable, then it does not get the total 
revenue for this power, would it not also be injured ? 

Mr. Ham. Certainly it would be injured. 

Mr. D’Ewarr. Then you would rather the Government contract all 
the power for a 3-year period, even though you might suffer a little 
bit because you cannot deliver the last kilowatt ? 

Mr. Ham. Provided, as I stated, they are going to make provisions 
that we can get power when we need it. 

Mr. D’Ewarrt. Then there would be some that cannot be contracted 
for, and then the rate would have to be higher ? 

Mr. Ham. No. What I stated was—it has been stated by the Depart- 
ment there would be more requests than they would be able to fulfill. 

Mr. D’Ewart. I think that is true for preference customers? 

Mr. Ham. That is preference customers. 

Mr. D’Ewart. In your area; in the tristate area. 

Mr. Ham. That is right. 

Mr. D’Ewarr. That is the point I tried to make a minute ago. They 
would be all preference customers ? 
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Mr. Ham. Oh, no. 

Mr. D’Ewarr. You said at first there was not and now you state 
there are more preference customers than there is power to serve them ? 
Mr. Ham. No; they are selling to private utilities at the present 
time. 

Mr. D’Ewarr. Is that firm or surplus power? 

Mr. Ham. Firm. 

Mr. D’Ewarr. Then there are not enough REA’s to take all the 
power generated at the present time; there are not enough preferred 
customers to take all of the power generated at the present time? 

Mr. Ham. Not right at the moment; but the load growth will very 
shortly reach the place where they will utilize it. 

Mr. D’Ewarr. But they are not at the moment? 

Mr. Ham. No. 

Mr. Eneir. The gentleman [Mr. D’Ewart] does not distinguish 
between the source of power and the consuming area. The source of 
power may be out of the consuming area, may be sold in Nebraska as 
well as outside of Nebraska. In Nebraska, I understand, it is all co- 
operatives; but in the general distribution areas there are nonprefer- 
ence customers who make claims on it. Is that right? 

Mr. Ham. That is right. 

Mr. Gross. You are seriously disturbed by this criteria by which 
a nonpreference customer is elevated to the status of a preferred 
customer. 

Mr. Ham. That is right. 

Mr. Gross. And rightly so. I think this committee ought to explore 
to the fullest extent the criteria that has been set forth in that regard. 

Mr. Enotr. [agree with the gentleman. 

Mr. D’Ewarr. Are preferred customers having difficulty now get- 
ting all the power they need ? 

Mr. Ham. Not at the moment; no. 

Mr. D’Ewarr. When do you expect to have difficulty in getting all 
the power you need ? 

Mr. Ham. In 1956. 

Mr. D’Ewarr. That is 2 years from now. 

Mr. Ham. That is, in our area. 

Mr. Mitter. Is it anticipated there will be any more power available 
at that time under the reclamation provisions ? 

Mr. Ham. At that time, no. 

Mr. Mitter. In other words, new power is coming in, 115,000 kilo- 
watts of new power is coming in from the Thompson Canyon project 
that is already available. 

Mr. Ham. That is correct. 

Mr. D’Ewarr. And unless they develop some other source, you will 
have to resort to some plan in order to meet your requirements? 

Mr. Ham. That is right. The fact is if the power now being sold 
to private utilities could be made available to us out there, then we 
would not have to build a generating plant for a period—--- 

Mr. D’Ewarrt. Is there any reason why it cannot be? 

Mr. Ham. We have been told by the Department they are going to 
elevate, or are going to continue to sell to nonpreference customers, 

Mr. Mixer. I thought Mr. Aandahl said the contracts entered into 
for 2 or 3 years for 52,000 kilowatts to nonpreference customers all 
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have withdrawal clauses tn them so that it ean be made available to 
reference customers. Is that your understanding ¢ 

Mr. Ham. _ it was my understanding, 

Mr. Wise. No, sir. It is my understanding that part of that 55,000 
represe nts powe rin connection with which the Government testifies 
it is going to enter into <U-vear contracts for. That is my under 
standing. 

Mr. Mirek. Then I think the Interior Department ought to answer 
that question. 

Is it contemplated that the 53,000 kilowatts is going to be entered 
into on the basis of a 20-year contract without any withdrawal clause 
in the contract? Is there someone here from the Department who can 
answer that ? 

Mr. Aanpau. I would like to call your attention tot! 1¢ explanation 
of article 7 made on December 11, and under article 7 there are three 
steps outlined for m: arketing power, The first step — Wins mae 
existing contracts will be handled and then subsection ¢a) reads i 
this manner: 

“The existing contracts of all preference customers”—and in the 
western division there are 172,085 et atts under contract with pref- 
erence customers—“the existing contracts of all preference cus- 
tomers”—and I will skip and get down to the meat of it—*to the ex- 
tent requested by the customer will be amended to extend the term 

thereof in accordance with item 1 of ae marketing criteria. 

That is @ maximum of <V vear s and eliminates the clause that st ipu- 
lates control over ret: ail rates and 1 or 2 other th ines. There is no 
objection tothat. That is extending contracts of preference ¢ ustomer 

As the article was originally written it read “all cus stome rs” inste: ud 
of “all preference cus stomers”: but the word “preference” was put 5 
there in the expanded December 11 eriteria and then the additional 
clause was added and that additional clause is ites 
and of those nonpreference customers that serve communities which by long 
use have become dependent on such power, 


So we have put a small number of nonpreference customers in the 
eategory that we feel should be given preference in their contracts 
to purchase power from the Bureau of Reclamation. And each one 
of those customers, or the ease of each one of those customers. would 
have to be earefully analyzed. And if the information indicates it 
should have permanency the De ‘partment proposes to give permanency 
to such contract. And the only specific contract we have in mind i 
the contract with the United States power company which is supp "9 
ing the Casper, Wyo., area and which has been a customer of the Bureau 
of Reclamation for some 15 to 20 years. There is an occasional case 
of that kind where we feel that the ee eustomer should 
have permanency in his contract. 

Mr. Rocers. In regard to nonpreference eustomers that are put 
into that preferred category, what has kept the Department from 
letting them enter into a 20-year contract with those customers? 
There is no prohibition against that, is there? 

Mr. AAnpan. I do not understand the question. 

Mr. Rogers. In the case of the nonpreference customer that is 
brought into a semipreferred class, what has kept the De a nt 
from entering into a contract with them for 20 years? Simply 
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cause these others have been named in this category does not prohibit 
the Department from extending the same thing to the ones not 
mentioned in the eategory. 

Mr. Aannautu. The criteria specifically states of those existing con- 
tracts we have with nonpreferred customers, only those that fall in 
this particular category I described will have their contracts extended. 

Mr. Rocrrs. The ones that do not fall in this particular category, 
what is the length of time you could extend their contracts? 

Mr. Aanpan. There will be no extension of those contracts. The 
existing contracts will undoubtedly continue until they expire. From 
there on, we will deal with them as we would with any other non- 
preferred customer and probably on short-term contracts. 

Mr. Rocrers. I say do not you think they eould be extended for 20 
years under the present criteria when the present contracts expire, 
if you decide that is a good idea? 

Mr. Aanpan. If they all continued to use the power which the 
people of the community have become dependent on for their source 
of power. 

Mr. Rocers. I understand. But suppose they do not fall in that 
category, what is the longest contract you can give them when the 
present contract expires? 

Mr. Aanpan. If they do not fall in the category outlined, then 
if we were thinking just in terms of extending their contract under 
the present relationship, we would use the short-term interim contract 
in dealing with them. 

Mr. Rocers. Suppose you were not thinking in those terms; sup- 
pose you decided, or someone else decided who took your place, they 
were going to give them a 20-year contract and under the 20-year 
contracts you did not expect to put in the withdrawal clause 

Mr. AANDAHL. How is that? 

Mr. Rocers. You do not expect to put the withdrawal clause in the 
20-year contracts that would be given to those people who have served 
the public for so long, if they fall in the tacegory of being tantamount 
to preference customers, but there would be nothing to prohibit that; 
would there? 

Mr. Aanpanu. You are speculating on circumstances that are taken 
up in a paragraph or two later in the criteria, and that is the paragraph 
that deals with the disposal of the remaining power after the existing 
contracts have been taken care of, and that is subsection (b) of article 
7. It provides that the remaining available power shal be allocated to 
fulfill requests first of preference-type customers, 

Mr. Rocers. Of preference type? 

Mr. AANDAHL. Yes. 

Mr. Rocers. That is the point I am getting at. In other words, 
preference-type customers would include actually nonpreference cus- 
tomers but people who could come within the new provisions of the 
criteria set up as being dependent upon this public power for so hong 
that they were actually in the same position as preference customers ¢ 

Mr. Aanpauu. That is not a correct interpretation of preference- 
type customer as here used. A preference-type customer is that type 
customer that is stipulated by the statute as a preference customer and 
shall be a public body or cooperative. 
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Then the second step under (b) would be power that is not needed 
by preference customers which has to be sold to nonpreference cus- 
tomers. Now the explanatory paragraph that deals with our negotia- 
tions with nonpreference customers in this particular category of con- 
tracting is this paragraph: ; 

Power should not be sold under this category until it is clearly apparent that 
it is in excess of the needs of preference customers, If there is a question, it 
should be sold under short-term interim contracts, 

That is the direction of the criteria itself, 

Mr. Rocers. One other question. Suppose I take out the word 
“if.” Of course it all makes it discretionary and suppose at the time 
you decided it did not fall within the eategory where you might have 
to put it under a short-term contract and you entered into a 20-year 
contract, would that 20-year contract have a withdrawal clause in it ? 

Mr. AanpauL. No, it would not. 

Mr. Rogers. The reason I ask that ts because it is my understanding 
from your testimony the other day and also Mr. Saylor’s questions 
today that there was some reflection on the prior administration for 
not having withdrawal elauses in some of these agreements. I am not 
above criticizing any administration when they are wrong; I do not 
care what manner of criticism you apply if they are doing wrong; but 
I cannot see wherein criticism is justified of an administration be- 
cause it did not put a withdrawal clause in contracts when you testify 
now you intend to write contracts without putting withdrawal clauses 
in them. 

Mr. Aanpant. I believe in my testimony last week I referred to the 
long-term contracts that had previously been entered into as illustra- 
tions of the fact there are circumstances under which it is justified. I 
did not ofter that or intend to indicate that as a eriticism of what had 
been done in the past. 

Mr. Rocers. I wanted to get that clear, and I am glad to have that 
statement. 

Mr. Enerr. I would like to ask the Governor if he would tell us 
under what authority and what section of the reclamation law prefer- 
ence is given to any nonpreference customer on any basis. Can you 
cite what section of the act justifies giving preference to any nonpref- 
erence customer. And is it not true whenever you enter into a 20-year 
contract you create the basis for preference of some type? 

Mr. AanpbanL. It might be well to read the preference clauses and 
see what interpretation should be given to those clauses. I will check 
my files and get the exact wording of the preference clauses. 

‘Mr. Mutter. You said the association you represent have entered 
into contracts for the construction of this generated power. Is that 
true? 

Mr. Ham. That ts true, 

Mr. Mittrr. And when do you expect they will finally know 
whether they have the capitalization or can raise the capital for the 
construction of the generated power that you talk about / 

Mr. Ham. At our last meeting with the REA officials, Mr. Zook 
stated he thought he could get the answer for us in 2 to 3 months and 
depending entirely on our ability to enter into proper relationship 
with the Department of the Interior—and that is one thing we are 
back here about today. However, 1 would like to point out if this 
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52,000 kilowatts or any appreciable amount of this 52,000 kilowatts 
now going to private utilities—if we could be assured of having that 
in 1956 when they say they will be up against it—if instead of contin- 
uing to sell that to private utilities, which they indicated to us they 
were going to do, then that period could be extended insofar as what 
additional amount we could have, which would carry us a lot further 
and it would not be necessary to build that power for several years, 
thereby relieving the Government of $10 million. 

Mr. Minter. At any rate, you are simply pointing that out in view of 
this uncertainty as to whether you will have this additional power, 
and that new power sources will be needed, 

Mr. Ham. That is right. 

Mr. Minter. Then that will be clarified very shortly; is that right? 

Mr. Ham. We certainly hope it will. 

Mr. Minter. Do you claim the 20 percent rule in judging your re- 
quirements is unfair? 

Mr. Ham. I think asa whole it is. It is tying us down to too close 
a tolerance. We cannot be that accurate, 

Mr. Mutter. In other words in the particular situation such as you 
have, where you do not know whether you will use 700 or 1,500 kilo- 
watts, it is impossible to judge within 20 percent of your requirements 
in the next 5 sae 

Mr. Ham. A great m: iny of the REA’s out in that area, and particu- 
larly some in Wyoming, are in process of building the major portion 
of their system at the present time. They can guess and estimate at 
what people are going to use, but they ean miss it an awful lot. We 
have found in our own instance we have missed it as high as 100 per- 
cent in estimating what people will use, because it is changing their 
whole mode of living when they get it. And a great many of them are 
in the position now of buil ling their system, practically the major por- 
tion of their system, and they would not be able to be too accurate. 

Mr. Ruopes. I think Dr. Miller previously read an answer to the 
question which indicated that in making your contract, you make a 
contract covering 2 or 3 years expansion, and if there is no aera: Fa 
for the 9% er that you presently need, plus what you estimate you will 
need for 2 or 3 years expansion—— 

Mr. Ham. If we stay within that 20 percent. 

Mr. Ruopes. If you stay within that 20 percent. In other words, 
you have to use 80 percent of your contract 4 

Mr. Ham. Eighty percent the first year, 90 percent the second year, 
and thereafter 100 percent. If we do not make a bad guess, there 
would not be any penalty. 

Mr. Ruopes. In other words, you have to pay for that amount, 
whether you use it or not. 

Mr. Ham. That is right. 

Mr. Ruopes. And as far as contracting for more than that amount 
you presently need, plus 2 or 3 years expansion, then there would be 
a further penalty ! 

Mr. Ham. There would be a further penalty, because we would in 
effect be paying the capacity charge which is practically equal to 
the demand charge whether we used it or not. What I am saying is 
that due to circumstances beyond our control, if we should contract 
for more power than we could use, we will be held to the contract. 
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That has been iIndieated, that we would be held te the eentract. And 
we would like in there a further statement that if we found we made 
a mistake, made an error and could not use at power an d if there 
were other people willing to take it, we would be relieved of that 
responsibility and it could be seld te them. 

Mr. Ruopes. Cannot you resell power to another preference 
customer ¢ 

Mr. Ham. You ean if you can get it tothem; but our association, for 
example, would not be in a position to sell power te another association 
at the upper end of Wyoming. 

Mr. Riopes. But cannot you sell power to another preference eus 
tomer at the bus bar? 

Mr. Ham, No. 

Mr, Pinion. If there were no provision for any penalty in here, i 
everyone came In with a 50 or 100 pereent contract in e xe ess of their 
needs and there was ne penalty provided, how ean electricity o1 
power be properly and effectively allocated among preference cus 
tomers ¢ fan ean you administer a situation where you have to 
guess at how mnths power will be used, say, with an error of 100 
percent? How can it be properly administe red ? 

Mr. Ham. I do not believe I indicated I thought that should be 
done. I said I felt there should be provisions in there whereby if 
that power could be sold to someone and it was seld, we would be re 
heved of responsibility for it. 

Mr. Pinrrox. With no contract or renegotiation at all? 

Mr. Ham. No. 

Mr. Puuron. If there is no penalty of any kind, is there not the 
tendency to overestimate the needs in the contract and make it 
awfully aifficult to administer? 

Mr. Ham. There should be a penalty, 

Mr. Pruuron. And the burden of getting rid of that power you 
have already contracted for would be thrown upon the Bureau without 
any penalty upon your part. Therefore there is no reason why you 
should not contract for the estimated maximum power needed, even 
though you may not need it? 

Mr. Ham. I do not believe and, if I did, I did not intend to indicate 
we thought there should not be a penalty to meet the minimum 
charge. I think definitely there should be. I do not see how a con- 
tract ean be written without a minimum ech: arge. But I feel that this 
is too severe and there should be a provision in there for renegotiat lon. 

Mr. D’Ewarr. What would be your recommendation for a penalty 

Mr. Ham. Of course we would like to see at the way it used to be 

Mr. D’Ewart. What was the penalty then ? 

Mr. Ham. The way it used to be, we had a dollar per kilowatt rate 
of delivery and a demand charge and energy charge or both to 
apply instantly. 

Mr. D’Ewarrt. What is the present amount of the penalty? 

Mr. Ham. It would dueand a little on the load factor, but in our 
system we could have used, could have contracted for, a maximum 
of about 5,000 kilowatts and we would only use about 3,000 kilowatts. 

Mr. D’Ewarr. Would you have paid a penalty ? 

Mr. Ham. We would not. 
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Mr. D’Ewarr. Did you ever pay a penalty? 

Mr. Ham. No. One reason that we have not is because we are just 
now—and I have only been their manager for 3 years and the 
system is very new, and the system has been building so rapidly and 
the load growing so rapidly that we have been above the contract 
rate of de livery. 

Mr. D’Ewart. Suppose you make a 3-year contract including this 
1,500 kilowatts, and then supposing you do not use it for 3 years, 
how much penalty would you have paid under the old formula? 

Mr. Ham. We would not have paid anything. 

Mr. D’Ewart. Then there is no reason why you should not overbid 
to any amount, thereby denying the use of that power to other 
customers. 

Mr. Ham. There is a reason: because the Bureau of Reclamation 
has insisted on seeing our basis for our request and would have 
denied our signing a contract on that b: asis. 

Mr. D’Ewart. What do they do now? 

Mr. Ham. They say they are going to do the same thing. 

Mr. D’Ewart. Then what are you kicking about? 

Mr. Ham. The thing, as you say, I am kicking about is that the 
tolerance has been cut down to a place where we cannot estimate 
that close. 

Mr. WestLanp. This 80 percent base runs through the entire term 
of the contract? 

Mr. Ham. No. 

Mr. WestLanp. Yes, ‘it does. That 80 percent contract applies 
and there is also a 20 percent leeway running for the full length of 
the contract. That is the gentleman’s statement. 

Mr. Ham. That 80 percent is not true; that is not a factual state- 
ment, in this way. Our peak demand fora year, our average demand, 
which would apply against us, is only approximately 80 percent of 
the peak demand. The reason they used in our case, in the western 
division, $9.60 per year capacity charge instead of $12 was the fact 
our average monthly demand for the year, which we could apply 
the per dollar kilowatt demand against that, is only 80 percent of 
the peak demand which comes in December. That is when we have 
our peak demand. ‘There are two 80 percents and the 80 percent I 
have been talking about is where at least for the entire first year you 
would only pay 80 percent of the contract, and the second year 90 
percent 

Mr. Westianp. Ninety percent of the minimum. 

Mr. Ham. That is right. 

Mr. Westtanp. And 100 percent of the minimum. 

Mr. Ham. That is right. 

Mr. WestLanpb. So, in other words, your minimum is 80 percent. 

Mr. Ham. No; that is not true. It does not figure that way in our 
peak. If each month you equaled your contract rate of delivery, 
that. would be true, but we do not. Our average monthly kilowatt 
demand is only 80 percent of our peak yearly demand, which means 
right immediately we have used that 20 percent up. 

Mr. Ene. Now I think Mr. Aandahl wants to answer that 
question. 


Mr. Aanpant. I have the answer to the question raised by Con- 
gressman Engle. 
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Tf you want the departmental explanation of this 80 percent, I might 
suggest that you call on Mr. Taliaferro from the Department, who is 
familiar with the an: alvsis. As I recall it, my purpose in referring to 
the first 80 percent that applies all through the life of the contract, 
as I indicated, that is an operational leeway there, so that the minimum 
annual capacity charge does not become a factor in the normal 
operating fluc tuations. 

Mr. Encarr. That does not reply to my question, 

Mr, AanpauL, No, 

Mr. Enexr. ‘The Governor (Mr. Aandahl) was answering the ques- 
tion of another member. My question, that the Governor was going 
to comment on, is the legal basis for creating this preference class. 

Mr. Aanpant. I am ready to answer that question. 

The Bonneville Project Act carries the date of August 20, 1937, and 
I believe that has the most detailed spelling out of the preference 
clause in section 49, 

Mr. Aspinaus. I want to know if the Governor (Mr. Aandahl) 
feels the provisions of that act apply te the overall problem now 
under discussion in this committee. 

Mr. AanpDAHL, It applies to the interpretation of the preference 
clause. I am going to call your attention to the Bonneville Act, to 
the Reclamation Act, and then the Flood Control Act of 1944. The 
Rec ‘lamation Act and the Flood Control Act ap p ly spec ifie: ally to the 
Missouri Basin and the problem we have before us, and the Bonne- 
ville act throws just a little light on it by way of comparison. 

In section 4 (a) of the Bonneville Act, skipping down to the part 
that applies here, it says: 

The Administrator shall at all times in disposing of electric energy generated 
at said project give preference and priority to publi c bodies and cooperatives. 

Then over in section 5. (a) 2 there is this further stipulation: 

The contract shall provide that the Administrator may cancel such contracts 
upon 5 years’ notice in writing if in the judgment of the Administrator any part 
of the electric energy purchased under such eontract is likely to be needed to 
satisfy the requirements of such public bodies or cooperatives. 

This spells out the requirements that power can be recaptured at 
the end of 5 years if sold to a nonpreference eustomer. 

Mr. Asprnaui. Then I understand it is your view that, by impli- 
cation at least, that provision states that a contract to a nonpreference 
customer can be made for at least 5 years. Is that right ? 

Mr. Aannanu. Yes. The reason I was reading from the Bonneville 
Act is to call the committee’s attention to the fact that under the 
Bonneville Act the Administrator is directed to contract for power 
to nonpreference customers in such a way that-it can be recaptured 
on 5 years’ notice for the benefit of preference customers and the act 
contains a provision for that period. 

Mr. Asprnatu. But the provision which makes it possible for the 
sale of power to preference customers has no qualification on it what- 
soever ? 

Mr. Aanpanu. No, none whatsoever. 

Mr. Enate. Do you regard that as an expansion ? 

Mr. Aanpaut. I would now like to read from the Reclamation Act 
and also the Flood Control Act of 1944. 

Mr. Enete. I am familiar with the language of both of those acts. 
In other words, you think that the law permits the creation by execu- 
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tive action of a preference which inevitably must conflict with the pref- 
erence established in the law. 

Mr. Harrison. I think in all fairness, if you. want to do so, Mr. 
Aandah! ought to have opportunity to comment on the language in the 
act, as Mr. Engle is. 

Mr. Ener. Certainly I have no objection. 

Mr. Aanpaut. All I want to do is to read 1 or 2 sentences which con- 
stitutes the preference clauses. In other words, the reclamation proj- 
ect act of 1959, section 9 (c), and on down about the middle of that act, 
that section, are these words: 

That in said sales or leases preferenee shal! be given te municipalities and other 
public corporations or agencies; and abso to cooperatives and other nonprofit or- 
ganizations financed in whole or in part by loans made pursuant to the Rural 
Electrification Act of 1936 and amendments thereof, 

Now, that is the sum total of it in the 1939 act, and there is no pro- 
vision for withdrawal or recapture, no specific provision. 

Now, the Flood Control Act of 1944, which is the authorization for 
many of the Missouri Basin projects, has in it this sentence: 

Preference in the sale of such power and energy shall be given to public bodies 
and cooperatives. 

And that is the sum total of the preference clause. 

Now, we might refer to other preference clauses than those I have 
just read and they all leave the question open, as far as withdrawal or 

recapture is concerned, and I do not think that we can properly inter- 
pret those preference clauses other than in the Bonneville Act to mean 
that power must be held for preference customers in perpetuity. 

There is room for administrative discretion as far as the future is 
concerned. And, of course, that is evidenced by the fact that all 
through the years there have been occasional long-term contracts with 
nonpreference customers under which there has been no recapture 
clause and no withdrawal clause, and I am confident that the market- 
ing criteria for the Missouri Basin, as we have set it up, is fully within 
the letter of the law as it relates to the preference clause. 

Mr. Eneie. Let me ask you this question: 

If an area that, according to administrative finding, has become de- 
pendent upon its source of public power, thereby secures a preference 
to have its contract renewed, and if the Interior Department under- 
takes to enter into a further 20-year contract without a recapture 
clause, then the two taken together will establish a line of preference 
which will eventually have the effect, will it not, of defeating the 
preference clause as outlined in their reclamation law? In short, you 
are going to give to the fellow who had a 20-year contract a pre fer- 
ence, he becomes dependent upon it, and then you are going to give 
him another 20-year contract, and create another preference, so that 
in effect the preference clause established by the Congress is taken 
away. Isthat not a fact; is that not possible? 

Mr. Aanpauu. Under the terms of the criteria, such contracts are 
entered into only when power is clearly in excess of the needs of 
the preference customer, and we have a specific stipulation in the 
criteria that indicates, or that provides, that the necessary reserva- 
tion will be made for the future needs of preference customers, and 
that any power that is placed under long-term contracts with non- 
preference customers, is that which is clearly i in excess of the needs of 

the preference customers. 
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Mr. Asptnann. Mr. Chairman, I wish to get this clearly 
mind, because at present I do not understand it. 

Governor, as I understand it, you admit that the preference 
clause set forth in the 1939 Reclamation Act, as well as the flood con- 
tract of 1944, is le limitation. 

Mr. Aanpann I am not sure that I understand what you mean by 

“without limitation.” 

Mr. Aspinaun. There ts no qualification, that the literal meaning of 
the statute 1s that the preference user may have the power at any time. 

Mr. AANDAHL. No, it does not s ay at an ¥ time. Its ays that in the 
sale of power preference in the sale of such power and energy shall 
be given to public bodies and cooperatives, 

Mr. Asprnatn. When ? 

Mr. Aanpanun. At the time of sale. 

Mr. Asprnatn. At the time that it is seld, and only at the time it is 
to be sold to the preference customer ¢ 

Mr. Aanpann. Let me read that sentence over again, and that 
all we have: 


in my 


is 


Preference in the sale of such power and energy shall be given te public 
and eooperatives, 


bodies 

That is the complete quotation from the Flood Control Act of 1944. 

Mr. Asprnaun. Without qualification. 

Mr. Aannaun. Nothing further ts said. 

Mr. Aspinatn. The eriteria which has been tssued, or which has 
been released in the last few months puts a qualification upon the 
statute, and you excuse it because of the administrative necessity; 1s 
that right? 

Mr. Avnpann. The criteria does not place a limitation upon the 
statute. The criteria stipulates what shall be done under the statute. 

Mr. Aspinatt. I think that is all in the way you look at it. As an 
administrator you would look at it one way, but as a le ‘islator perhaps 
you would have a little different interpretation, 

What is to prohibit the Department, if it issues a limiting criteria 
statement as of this time, and then increases the resource, in time 
they can go further than that, and do away with the protection pro- 
vided in the preference statute. 

Mr. Encir. The question is whether the preference is absolute— 
subject to the 1: anguage of the statute, 

Mr. Asprnati. That ts right. 

Mr. Youne. I think there is room for some interpretation of the 
sale, at the time of sale, to meet the situation. 

Mr. Encitr. No. I means the disposal agency, which disposes of 
the power to preference customers. 

Mr. Bunar. Mr. Chairman, since the committee members are com- 
menting on this, it seems to me that the criteria not only does not 
place a limitation on the statute, but that it strengthens the preference 
provision in the statute, because the criteria, in so many words, says 
the power will not be sold to a nonpre ference customer if there is 
any possibility of it being sold to a preference customer. That places 
it cle: arly within the wording of rag’ = itute. 

I would like to ask Mr. Ham, if, with that introduction, read- 
ing from Secretary Aandahl’s eit last week, in which Secre- 
tary Aandahl said this: 
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I must say that under the eriteria we intend to reserve power that is needed 
by the preference customers so that it will be available at the time they need it. 

Mr. Miirier. Say that again. The power that is sold, if it does go to a non- 
preference customer, e«an be recovered if and when they need it. Is that what 
you want to say? 


Mr. AANDAHL., I worded it Just a little differently from that. I will repeat my 
wording. We intend to sell power that will be needed by preference customers 
on short-term interim contracts so that it will be availabie for them at such 
time as they need it. 

Mr. Mriirter. That is the. same thing. In other words, if a preference customer 
needs some additional power, it will be available for him. 

Is that statement satisfactory? 

Mr. Ham. There is nothing wrong with that statement, if they 
did not go on and say they were going to take that from a nonpref- 
erance customer and then decide that the *y came in a different category 
than they have been in before. 

Mr. Buper. Just a minute. That was not done. The criteria itself 
says that that will not be done if there is a possibility that the pref- 
erence customers will need it, 

If there is such a possibility, the criteria goes on to say, and the 
position of the Department still is, that it will be done under a short- 
term contract, and that it will be available to preference customers 
when they need it. That is a very strong interpretation of the pref- 
erence clause, as I understand it. 

Mr. Ham. And I am probably a bit confused, but the statement 
has been made, and yet we have been told by the Department of the 
Interior that they could not serve our needs beyond 1956, and yet 
they propose to serve Mountain States, and to give the Mountain 
States a contract that will run for 20 years, 

Mr. Bupee. I read the testimony of Mr. Wise before the Senate 
committee, and he told the Senators that there was no objection to that. 
He was very familiar with the operations at Casper and he said he 
had never heard any objection to that contract. 

Mr. Ham. At the time the contract was written—I do not know 
just when it was written—but it did not become apparent to the associ- 
ation, the biggest share of the members of the Tri-State, it did not 
become apparent that there was going to be a power-shortage develop- 
ment, at least it had not been brought to their attention, and we did 
not. know that there was going to be a power-shortage development, 
and the plan, such as Wendell Dam, which was built, was going to be 
carried through. 

Then the power policy came out, which made it apparent that the 
Department of the Interior was not going to carry on this long-range 
plan of providing power, and that was when it became apparent that 
there was going to be a shortage. 

Mr. Buner. The policy relative to no new starts is not new. It 
goes back a number of years, 

Mr. Ham. Yes. 

Mr. Buper. It started before I came to Congress, and I have been 
here some 3 years. 

Mr. Ham. It did not become apparent to us that the Department of 
the Interior, or the Bureau of Reclamation, would not be able to 
take care of our power needs until approximately 2 years ago. 

Mr. Buper. I cannot see how you could quarrel with this statement 
of the Department, of the criteria, and again with the testimony 
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here, that they will not sell power to a nonpreferred customer if 
there is any possibility of selling it to a preferred ¢ ustomer. 

Mr. Ham. Then under that spel 9h ition they could not sell to 
Mountain States because our load growth definite ly shows we will need 
it. 

Mr. Buner. If you come in and say you are going to need it, and you 
can come in with some future estimate of your needs for 30 or 40 years, 
and you want to buy it, I imagine the Department, under the criteria, 
would have to sell it. 

Mr. Ham. If we bought it then we would have to pay the penalty. 

Mr. Buper. You should not buy it unless you ean use - That is th 
purpose of the penalty, that you do need It some pl: ace, and your 
demand has increased. 

Mr. Ham. We ean estimate our overall picture, and probably we 
would be fairly close for a period of, say, 8 or 10 years; we might miss 
t: but I think taking the whole group inte consideration we would 
be pretty close, and if the Department will make a survey on that 
period, I think we would have no quarrel with that. 

Mr. Buver. Mr. Chairman, I do not see how they can quarrel with 
the criteria. It seems to me that what it does 1s very definitely to 
strengthen the preference clause as contained in the language read by 
the Secretary from the Flood Control Act of 1944, as well as from the 
Reclamation Act. 

In all fairness, Mr. Ham, is not the end result of this new criteria, 
as it was under the old criteria, with the long- term contract with the 
withdrawal provision, is not the end result the same ¢ 

Mr. Ham. I do not believe that I quite understood what you mean 
that the end result would be the same. 

Mr. Buver. The protection to preference customers. 

Mr. Ham. If they do not make any long-term contracts, that would 
be true. 

Mr. Buner. All right, right along that same line, then, does it not 
give all the assurance that anyone can ask for, whether the criteria 
spells it out, that the power available not being needed until a later 
time by the preference customers will be reserved for them, under the 
short-term contract? 

Mr. Ham. If there is not going to be any long-term contract for the 
western division, then that would be true. 

Mr. Bunce. The criteria so states that power should not be sold un- 
der this category until it is clearly apparent that it is in excess of the 
needs of the preference customers; and if there is any question at all, 
then they would not sell it. 

Mr. Ham. Maybe I misunderstood. I understood the Secretary to 
state here as well as elsewhere, that they were entering into a contract 
with Mountain States Power Co. Maybe I misunderstood him. 

Mr. Harrison. Suppose this situation: Would you say that if the 
municipality that has been receiving power from the contract for a 
period of 15 or 20 years, they could cut that off in order that somebody 
else would take it later on? 

Mr. Ham. Those contracts all have the withdrawal clause in them, 
I believe. 

Mr. Harrison. That is true, but would you not also recognize the 
rights of the municipality that had been using the power for a period 
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of years for the individuals in that munic eT just as well as the 
rights of the REA, or do you feel that the REA’s themselves or the 
rural users are separate and apart and should come under a preferred 
class than the users in a municipality that had been using the power 
over a period of years? 

Mr. Ham. You have asked mea 

Mr. Buper. Willthe gentleman yield tome? In the Senate hearing 
the gentlemen sitting here testified that they had absolutely no objec- 
tion, and that there was no objection to that contract. Is that not 
correct, Mr. Wise? 

Mr. Wiser. Yes, Mr. Congressman, but you have missed the whole 
point there. That contract as it is written now, we think should be 
continued as long as possible with the withdrawal provision in it. It 
does not violate the preference clause, as you suggested, and it does 
assure protection to the co-ops when they need the power. There is 
no objection at all to doing what it does. Under the plan that might be 
worked out with the Tri-State cooperative, and if Tri-State had a 
satisfactory connection with the Bureau and got a satisfactory con- 
tract, the Bureau might be able to continue to serve Mountain States, 
but under a short-term contract basis. For the Secretary now to enter 
into a long-term contract without a withdrawal provision, thereby 
precluding Congress from doing anything about it, and precluding 
every succeeding Secretary from doing anything about it, is simply 
something unknown to the preference clause. 

Mr. Bunce. Just a minute, Mr. Wise. With what we have here, we 
have been ope oe under no rules at all. 

Mr. Wiser. I did not read them into the record this morning. I will 
when I come to my testimony. 

Mr. Buper. When this administration says, in writing, that long- 
term contracts will not be made if there is any possibility that the pref- 
erence customers will use the power. How could you ask them to make 
any fairer, more definite statement than that? What would you say? 

Mr. Wise. What would you say—it would take more than half an 
hour for me to explain my position with reference to that. 

If the statement of Secretary Aandahl was correct, and correctly 
represents what they are going to do under the criteria, and had not 
been contradicted by the other statements he made, in answer to other 
questions, then on that one point, absolutely there is no question 
about it. And he would be entirely right; this would be just as satis- 
factory as the past mae lence. 

However, there are a number of other provisions in the criteria which 
they did not intend to correct, which represents a severe hardship to 
the co-ops, and in that particular one, they did not do what they said 
they would in the testimony you read, but which he contradicted in 
testimony to some other Congressmen, and I should like to go into that 
at some length this afternoon. 

Mr. Bupee. I will be happy to hear you do so. 

Mr. Wise. If you are right, and the other Congressman was right, 
that the criteria was as the Secretary told you in the hearings last 
week, then we would have no complaint on that one point, but you are 
overlooking the fact that there are a number of other things—wrong 
with the criteria. 
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Mr. Br DGE, Jus ftamoment: let us confine ourse lve ‘s toth is one ee 
Now, you say you have no objection to that statement in the eriter! 

Is that correct ? 

Mr. Wisk, The criteria does not say what his testimony said. The 
criteria is so full of bugs, that it does not do that, and considered in 
connection with the testimony before the Langer committee, which 
changed from day to day, and is entirely different here, and conside 
ing how his last testimony changes from the speeches he has made at 
Pierre. 

Mr. Harrison, Let me suggest that I think the witness should be 
prepared to point out all those different points, wherein they diiter. 

Mr. Wiser. I will. 

Mr. HARRISON, When there he Says there are inconsistencies, al d 
where he says he made statements that are not consistent, I think he 
should point out wherein there is a difference in the statement. 

Mr. Wise. That will take some time, Mr. Chairman. 

Mr. Harrison. I think in all fairness - at will have te be done. 
Where you mi: ake the gener: al statement that the testimeny was not 
borne out by the facts, I think you should point out exactly wherein 
these inconsistencies appear. 

Mr. Wise. I propose to do that in my testimony, Mr. Chairman. 

Mr. Rogers. Mr. Chairman, may I make one suggestion. I think 
in all fairness to Mr. Wise, it makes no difference if the contract is let 
for 20 years, it makes no difference how the diseretion was exercised, 
if the firm contract is made with the Government, it is binding, under 
the present situation, And I do not care what the criteria says, or 
what anyone’s testimony is, if there is a contract entered into for a 
period of 20 years with the Federal Government, without a with- 
drawal clause in it, then somebody is going to be hurt. 

Mr. Ruopes. Will the gentleman yield! 

Mr. Rocers. Certainly. 

Mr. Ruopes. In connection with the power policy, do I understand 
that the long-term contract for power, in instances where there is no 
possible use of the power by any preference customer is not ob 
jected to? 

Mr. Wisse. You are getting into the question of where it would 
be-—— 

Mr. Ruopes. We are not talking about the eriteria; we are talking 
about Mr. Budge’s interpretation. 

Mr. Wise. Whether there is any objection? 

Mr. Ruopes. You had no objection to the interpretation. 

Mr. Wise. The problem is this: Mr. Ham testified this morning 
as a number of other representatives of the co-ops will testify, and if 
the Congressmen will go into the problems in the past, there is just 
no way of saying what. the co-ops will need. If you could definitely 

say, if you cond definitely certify what the co-ops will ever need, then, 
of course, we would agree with it wholeheartedly, but the testimony 
is not that. 

Mr. Ruopes. But do you object to a 20-year contract ? 

Mr. Wise. Yes, because it violates the preference clause. 

Mr. Ruopes. You say it violates the original preference provision. 
«ind you do object to this one, because you say that the Mountain 
States case is a bad administrative decision. And you object to the 
criteria on that ground. 
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Mr. Wise. Yes. 

Mr. Harrison. Are there any further questions before we adjourn? 

Mr. Berry. There is one question which I would like to direct to the 
Department of the Interior: Will contracts, nonpreference, for peak 

capacity and secondary capacity be on a short-term basis? 

That question can be answered at a later time. 

Mr. Aanpanv. Both firm power, secondary power, and peak capac- 
ity comes under the stipulation in the criteria that we have just been 
talking about, and can be handled usually under a short-term contract 
or a long-term contract, depending upon what eategory it falls into, 

Mr. Berry. According to the needs of the preference contract ? 

Mr. AANDAHL. Yes. 

Mr. Berry. If a preference customer needs the power, say, in 2, 3, or 
4 years, then a short-term contract will be entered into for that 
power ¢ 

Mr. Aanpaut. Yes. under the provisions of the criteria. 

Mr. Mititrr. Before we adjourn, I want to say that I am very 
happy that Mr. Ham could be here. I think this is the first time he 
has appeared and he has handled himself very well. 

Mr. Harrison. We will stand in recess until 2 o’clock, 

(At 12: 40 p. m., a recess was taken until 2 p. m., of the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2 p.m. pursuant to recess. 

Mr. Mriier. The committee will come to order. 

Mr. Harrison called and said he would be a few minutes late be- 
sause he had some visitors in the office. 

I believe we will have Mr. Wise come to the stand and present any 
statement he desires to make. Then we will follow through with the 
list of witnesses. 

Mr. Wise, we are not going to limit you. We will give you as much 
time as you would like, within a 2-hour period, at least. Then we 
have 8 or 9 other witnesses we would like to give some time to. 

You proceed with your statement, and we will have it in the record 
for the members who may want to ask some questions. 


STATEMENT OF WILLIAM C. WISE, ATTORNEY, MISSOURI BASIN 


ELECTRIC CONSUMERS ASSOCIATION, WASHINGTON, D. C.— 
Resumed 


Mr. Wise. Thank you, Mr. Chairman. 

I am a member of the law firm of Wise & Potamkin. We were re- 
tained several weeks ago by the Missouri Basin Electric Consumers 
Association. ‘We were asked to take such action as might prove neces- 
sary, including institution of the appropriate court action, to protect 
the rights of our clients as preference customers. 

This association is an organization which was organized for the sole 
purpose—at that time for that purpose—of trying to do something 
about the new criteria, which my clients thought 

Mr. Buper. Mr. Chairman, has this procedure been approved by the 
Chairman ? 

Mr. Mitxer. Yes. He asked me if they could take pictures. 

Off the record. 
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(Diseussion off the record.) 

Mr. Mitter. You may proceed, 

Mr. Wise. Shortly after we were retained the Senate Judiciary 
Committee held hearings with respect to these same criteria, and we 
represented the Missouri Basin Electric Consumers Association at that 
hearing. 

The acting chairman at one time during the hearing asked us to 
state concisely the various points of objections we had to the eriteri 
If you would permit me, I think it might save time if I were to re: me 
them into the record now, the same statement I made there, and then I 
will go back and take them up point by point, to expand upon them. 

This will give us in one place in the record our objections to the 
criteria as originally issued. 

The cooperatives and rural pewer districts object te the eriteria 
because they violate the preference law. In addition, the rural sys- 
tems most strenuously object to so vital a change in policy being made 
effective while Congress was not in session—— 

Mr. Bunce. Mr. Wise, could you tell us from what page of the 
transcript you are reading ¢ 

Mr. Wise. I am not reading from the transcript, sir. Iam read- 
ing from my own copy. 

Mr. Boner, I hate to delay this, Mr. Chairman, but I am trying to 
follow in the Senate transcript the statement that he presents. 

Mr. Wise. Well, I was interrupted a number of times as I was 
going along, but this is in substance the very same statement. I was 
reading from the same paper from which I am reading now, sir. 

Mr. Bouncer. There is no similarity between that and the way this 
transcript starts off, 

Mr. Wise. This was not at the beginning of the hearing, sir. This 
was along about the second or third day, when the chairman asked that 
the points we were making be pinpointed inte a short, concise 
statement. 

Mr. Buner. That is just where I am reading. Senator Kilgore 
asked that they dothat. Iam reading it, but it does not sound any- 
thing like that. 

I think we should note that you are not reading from the testimony 
over in the Senate. 

Mr. Wise. That is right. I am reading from the same notes I used 
at that hearing. I am not purporting to read from the Senate 
transcript. 

Mr. Buner. That is all I wanted to make clear. 

Mr. Mitter. You may proceed. 

Mr. Wise. In addition, oe rural systems most strenuously object to 
so vital a change in policy being made effective while Congress was 
not in session, thus eliminating any prior review by the appropriate 
committees or Congress itself. Objection i is also made to the failure 
of the Department of the Interior to give either REA or the coopera- 
tives an opportunity to study and comment upon the criteria before 
issuance, 

Serious objection is also made to the requirement that all ap pace 
tions must be on file by January 1, 1954, and that no applications re 
ceived after that date will be considered. This is much too short a 
period for rural systems to make such an important determination of 
their future power needs. 
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Specific points of objection ares 

A. Under “Power supply” provisions: 

1. Paragraph 1 denies utility responsibility and limits the purchase 
of thermal-generated energy to firm up hydrogeneration to the aver- 
age water year instead of to the amount which would result in the 
most profitable operation by the Government and the greatest amount 
of energy being made available to rural systems at the lowest cost. 

B. Under “Marketing criteria” provisions: 

1. Paragraph 2 removes the withdrawal provisions from contracts 
with nonpreference customers, 

2. Paragraph 5 abandons old policy of taking care of growing needs 
of rural systems. 

3. Paragraph 6 tells cooperatives to look elsewhere for growing 
needs. Destroys preference by giving “equal opportunity to all poten- 
tial purchasers.” 

4. Paragraph 7 extends existing contracts with nonpreference cus- 
tomers to a maximum of 20 years from the present time and removes 
withdrawal provision from such contracts, thereby completely nulli- 
fying the preference laws. It gives preference to nonpreference 
customers which can be supplied from existing facilities and arrange- 
ments over potential preference customers. It will reduce area of 
service, and thereby deny preference rights to power districts within 
Missouri Basin which have expected to receive Bureau power. 

5. Paragraph 9 expressly destroys preference with respect to dump 
energy. 

6. Paragraph 10 destroys postage stamp rate concept. 

7. Paragraph 11 would penalize G&T cooperatives if they accept 
new arrangement. 

C—Under “Rates” provisions: 

1. Paragraph 1 substitutes a minimum annual capacity charge for 
minimum monthly bill used previously. This change will seriously 
penalize the rural systems, making it impossible to contract for de- 
mands in the future without paying seriously damaging extra charges 
for power not used. If rural systems do not so contract and pay this 
penalty, power may be sold on 20-year contracts, without withdrawal 
provisions, to utiilty companies. 

It is submitted to the committee that the effect of the new marketing 
criteria of the Department of the Interior will reduce competiion in 
the electric industry and result in an unreasonable increase in the costs 
of electricity to consumers and, that the new marketing criteria ap- 
pears to be a part of a national pattern which is emerging to reduce 
competition in the electric industry and result in an unreasonable 
increase in the cost of electricity to consumers. 

If you please, sir, I will take those up point by point. 

We have prepared an analysis of the revised marketing criteria, 
If it is agreeable, Mr. Chairman, I could make a copy of it available 
to each member of the committee present here today. It might be 
helpful in going over this. 

Mr. Harrison. We would like to have it. 

Mr. Wise. It should be noted at the outset that the revised criteria 
changes only paragraph 7, and that no changes have been made in 
the other paragraphs, and that the points which we make of objection 
with respect to those other paragraphs all still apply, except a couple 
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of the other paragr: aphs now sound a little inconsistent with some of 
the explanation given under paragr sty i 

Commencing with the first paragraph of the er iteria under “Power 
srpply” it is expressly stated that: 

It must be recognized that the Federal Government does not assume utility 
responsibility, and therefore the purchase of thermal-generated energy to firm 
the hydro, as indicated above, will be kept te a minimum, 

Previously in that paragraph it is pointed out that the maximum 
which will be purchased is that necessary to firm up the hydro to an 
average water year. 

Our coopel ratives unde rst: and from the loc al re pre sent: ative Ss of the 
Bureau of Reclamation that in practice they are not going to even 
purchase that much, but there will be an amount under that. That is 
the maximum set by the criteria. 

Mr. Buper. Mr. Wise, what you are saying is that you advocate the 
Federal Government building more steam plants in the Missouri 
Jasin; is that right? 

Mr. Wiser. No, sir: we are not talking about building steam pl: ints. 
We are talking about the Bureau purchasing steam from existing 
plants, either pr ivate comp: nies, cooperatives, or any others, as might 
be available to them in the Basin. 

You ean see what happens. When they have these dams, especially 
the types of dams they have in the Missourt Basin, the testimony in 
the other he: aring, I believe, established the fact that the limiting 
factor is machine capacity and not storage. These dams have excel] 
lent storage lakes, where they could either purchase this steam or 
have a. exchange arrangement with the utility companies for peaking 
power, where they would get it when they could store it up and rese Hi 
it at much cheaper rates to the cooper: itives, In our opinion. 

Mr. Buper. What you are getting at, though, 1s simply that you 
want the Federal Government either to build steam plants or to 
purchase power from ste am plants. That is what you mean when you 

say “thermal generation.” 

Mr. Wisk, Yes, sir. 

Mr. Buper. In other words, you want the Federal Government to 
buy power or build its own plants to secure additional steam genera- 
tion which, in your opinion, would make a better Federal power 
system. 

Mr. Wise. The point we are making here is this, Congressman 
Budge: We think these dams should be operated on the best possible 
business basis, which will result in the largest return to the Federal 
Government, thereby enabling the Federal Government to sell the 
power to the cooperatives at the cheapest possible rate. We submit 
that the criteria as set forth here will make that impossible. 

Mr. Enetr. Mr. Wise, may I interrupt you there? What you are 
saying is this: Under the new criteria they intend to firm power to 
the normal water year. 

Mr. Wise. That is the maximum, sir. 

Mr. Ener. Yes. As I understand it, these streams go up and 
down. 

Mr. Wiser. Yes. 

Mr. Encie. The power production goes up and down as the water 
goes up and down. 


Mr. Wise. Yes, sir. 
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Mr. Encie. So they say, “Now we are going to put some steam in 
so that we can have some firm power.” Because, as I understand it, 
the cooperatives can only buy firm power. In general they have no 
firming capacities of their own. 

They state as their criteria that they are going to firm power up 
to the normal water year; is that right? 

Mr. Wise. Not above that, sir. 

Mr. Eneur. Not above that? 

Mr. Wise. Yes. 

Mr. Enere. In other words, if it got very dry they would firm 
up to where it would have been if the year had been normal. What 
you are saying is that the proper criteria is the firming of the power 
in the quantity which will give the best business return irrespective 
of whether or not it is to the normal water year or what it is; is 
that right ? 

Mr. Wise. That is precisely our position, sir. 

Mr. Eneixr. In some instances those might coincide. That ts, firm- 
ing to the normal water year might substantially coincide with what 
would be in fact the best business practice. On other streams, where 
the variation was greater, it might not be so, 

What you are saying is that the criteria should be a good business 
practice rather than an arbitrary stream flow standard for the firming 
of energy from that project; is that correct? 

Mr. Wise. That is correct, sir. We also submit that you cannot de- 
termine what that should be until you have had enough actual ex- 
perience in operation over a couple of years to see what the flow is 
going to be in the wintertime. They have ice problems and a lot of 
technical problems. We sumbit it is injurious to the cooperatives to 
attempt to set up criteria now. It not only will result in increased 
cost by making more dump power, more secondary power, more peak- 
ing capacity which has to be sold at a very cheap figure to the private 
utilities, but less firm power available to the cooperatives. 

Mr. Enctr. Now you are putting your finger on something. When 
you add to the amount of nonfirm power you add to the total amount 
of power available for nonpreference customers; is that not right ? 

Mr. Wiser. Yes, sir; for the reason that as of now there are virtually 
no preference customers who can use that type of power. 

Mr. Enete. I would like to submit to my friend from Idaho: Do 
you not think good business practices would be better here? 

Mr. Buper. Let us keep the record straight. Another of Mr. Wise’s 
objections is that the preference clause has been removed from this 
dump power, which he now says they do not buy. 

Of course, I do not believe Mr. Wise is exactly in a position to tell 
the Department of the Interior which is the most economical system 
for it to operate its business on. 

Mr. Wise. All we ask them to do is to make studies and base it on 
actual experience. We do protest that the present criteria is bound 
to harm the cooperatives. It cannot help but do that. 

Mr. Buper. What you are advocating is that the Federal Govern- 
ment get more steam generation. 

Mr. Wise. If that is good business. 

Mr. Buner. Yes. You have already concluded that that is good 
business.’ Whether the Department of the Interior agrees with you, 
of course, we do not know. 
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Mr. Wisr. What we ask them to do, sir, is to not establish a criteria 
now but to suspend this criteria and wait until its particular details 
can be worked out. whe nh those ad: ams hi ave bee nh pli ice “cd in oper: iL1O} 
and then as a result of their engineering and operational studies de 
termine what is good business and make that the criteria. 

Mr. Buper. I assume that that will be done, 

Mr. Wise. No. sir. 

Mr. Buper. The criteria can be changed just the same way it was 
set up, so far as that goes. 

Mr. Wise. That is right: but what would be the point in setti 
up a rule which you know beforehand is going to harm a part alas u 
type of customer ¢ 3 

Mr. Eneue. It seems to me that Governor Aandahl stated here the 
other day that the net result of this criteria would be a reduction of 
the firm power which would be available, That was one consequence 
of this new criteria. I asked the Governor about that, and I wish the 
Governor would correct me if Iam mistaken. 

I asked the Governor whether or not this policy meved in the 
direction of protecting the preference and making this power more 
available to preference customers, or in the other direction. That was 
a general question. The first part of his answer te that, if I under 
stood him correctly, was that in the light of this criteria there would 
be less firm power, that they were not going to put out so much power. 

Am I correct, Governor! Let the record show the Governor nodded. 


T think he did. 


STATEMENT OF FRED G. AANDAHL, ASSISTANT SECRETARY OF 
THE INTERIOR 


Mr. Aanpant. Mr. Chairman, insefar as we have this much on the 
record may I make just avery brief statement. 

Insofar as we do a smaller job of firming there will be less power 
available for the customers. We must bear in mind, however, that 
the marketing criteria is an instruction to our field force on the basis of 
which they will negotiate contracts at the present time. 

The witness has indieated that we cannot be certain of the extent 
to which we could go on the basis of good business judgment in the 
firming of this power. Certainly our instruction at the present time 
should be one that will direct our field force to move slowly. 

If experience in 2 or 3 years shows that we should do a little greater 
firming than has been recommended in this criteria, why, the criteria 
can be changed to provide for that additional firming. I think we 
have take na very wise policy Vv in moving eautious sly, as we begin to 
work the marketing power in the Missouri Basin, being cautious 
so that w e do not be« ‘ome oversold and embarrassed in the fut ure on 
the delivery of power. 

Mr. Mitier. Mr. Chairman, during the luncheon period one of the 
REA members anil me with certain questions and wondered 
whether Mr. Aandahl could spell out the privileges that preferred 
customers might have; and what change you are making now, as to 
preferred customers. 

Another question was: Will the short-term contracts that yor 
expect to enter into make power available to preferred customers 
when needed ? 
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Perhaps those two questions are enough to start with. Can you 
spell out a little more clearly what recognition and privileges will 
be given to preferred customers? 

Mr. Aanpanv. The one thing that is a definite advantage to a pre- 
ferred customer in the new criteria is the privilege that is offered to 
the G. & T. supercooperatives to purchase the power that will be 
needed by their member distributor cooperatives. 

There has been some question about the adequacy of the one mill 

allowance provided in the criteria, and we have that under further 
study at the present time. 

Mr. Miter. Do you expect to meet the needs of the preference cus- 
tomers with the power that is available? 

Mr. AANDAHL. That we will not know until the applications have 
been filed and we know how much power the preference customers 
need. Our present opinion is that during the first year or two, when 
we have 55,000 kilowatts of new power av: ailable in the eastern divi ision, 
and the following year, when we have another 85,000, we will not have 
enough power in the eastern division to meet the needs of the prefer- 
ence customers. In the western division, where we have 115,000 kilo- 
watts coming available this year, we feel that that is more than enough 
to meet the needs of the preference customers for 1954. 

Mr. Mitter. Do you expect to enter into 20-year contracts for power 
with private groups when it is needed by preference customers ¢ 

Mr. Aanpaut. The only circumstances under which that might take 
place is the specific instance of the Mountain States Power Co., where 
we have given a pretty strong indication that that contract will be 
extended for a 20-year period. 

Mr. Mitxer. I think that answers it. Now I will ask Mr. Wise a 
few questions. 

You said in your preliminary statement you were representing 
the Missouri Valley group? 


STATEMENT OF WILLIAM C. WISE, ATTORNEY, MISSOURI BASIN 
ELECTRIC CONSUMERS ASSOCIATION—Resumed 


Mr. Wise. Yes, sir. 

Mr. Miter. Did they not take some action relative to entering an 
injunction of some kind against the Department to hold off for 60 or 
90 days? 

Mr. Wiser. No, sir; the only action so far as I know that they took 
was to retain our law firm to take the necessary legal action to protect 
their rights, and they expressly included, if necessary, instituting 
court action. We have not done that as yet. 

It is our very sincere hope that this matter can be worked out in 
this committee, and we had hoped in the last committee, or just by 
sitting down and working with the Bureau. 

We have written to the Secretary as counsel for that association 
setting forth our objections. Incidentally, we only did that late last 
week. 

Mr. Mitzxrr. Do you represent the Minnkota group in the Missouri 
River Basin? 

Mr. Wiser. No, sir. So far as I know they are not associated with 
the Electric Consumers Association, There are some members here— 
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a number of them from the association—who could answer any ques- 
tions about who does or does not belong. 

Mr. Minter. They are a power cooperative of Grand Forks, N. Dak. 

Mr. Wise. Yes, sir. 

Mr. Minter. Their manager, Mr. Andrew L. Freeman, and their 
business manager, Lyle Lund, of the Minnkota Power Cooperative, 
Grand Forks, N. Dak., had issued a statement in December on the 
new Bureau policy. Are you familiar with that statement ? 

Mr. Wise. I saw a newspaper article, which I presume is the same 
statement. 

Mr. Mitzter. With your permission, Mr. Chairman, I would like to 
read it here. 

Mr. Harrtson. There is no objection. 

Mr. Muer. I would like to insert the whole thing in the record. 

(The document is as follows:) 


[Excerpts from December 1953 Minnkota Memo) 


MINNKOTA AND THE NEW BurEAV PoLticy--THE Missouri RIver BASIN 
NEW RULES SET FORTH 


In October the Department of the Interior issued a new eriteria or set of rules 
for the disposal of the byproduct power of the Missouri River projects. The new 
rules will definitely affect Minnkota’s future plans and operations. 

There has been some fear both within and without affiliated cooperatives that 
the new policies portend doom to low-cost Federal power in our area and even 
destruction of the rural electrification program. After considerable study of 
all the information available to us at this time, we at Minnkota feel that these 
fears and apprehensions are unfounded and have been grossly exaggerated to 
promote political objectives. We believe that rural electrification should not be 
made a partisan issue; nor should the important and beneficial projects on the 
Missouri River be used to gain political advantages. 

The new marketing rules are not perfect nor ideally suitable to promote the 
financial betterment of Missouri Basin cooperatives, nor was the old one. To 
fully appreciate the new criteria, however, it is necessary to examine the one 
which it replaced. 

For 3 years Minnkota had attempted to negotiate a contract with the Bureau 
of Reclamation for Missouri power under the old ground rules without success. 
The points of contention involved 3 issues, 2 of which were major. 


ANSWER TO $200,000 QUESTION WAS TOSSUP 


Under the old criteria no compensation or credit was allowed to Minnkota for 
the Bureau’s exclusive use of our $6.6 million transmission system except for 
the minor amount of rental resulting from the loads of municipal systems at- 
tached to Minnkota’s lines. If our lines were owned by a private utility, however, 
the Bureau’s policy allowed up to 1 mill wheeling on all power wheeled to all 
preference customers including our affiliated cooperatives. This obvious injustice 
could only be righted by the following methods: 

1. Minnkota could release its member cooperatives from their present 35-year 
power contracts so that they in turn could become the direct customers of the 
Bureau. Under this alternative Minnkota’s REA loan security would be jeopard- 
ized but Minnkota could collect the 1 mill wheeling payment as an independent 
wheeling agent. Such a solution should have caused concern with our normally 
security-conscious banker. Although the Rural Electrification Administration 
was not alurmed at this, Minnkota could not recognize it as anything but a last 
resort alternative. 


COULD GET WHEELING BY CORPORATION POKER 


2. The $200,000-per-year wheeling issue could be settled in another manner. 
If Minnkota would split itself into 2 organizations, 1 a transmission cooperative 
and the other a generating cooperative, then the wheeling could be allowed to 
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the transmission cooperative for transmitting Bureau power to yenerating 
cooperative. The legal and financial problems involved in this course of action 
would have been almost insurmountable. The question of administrative ap- 
proval for this type of capital and debt transfer was never detinitely settled, 
When this plan was outlined to Bureau officials it was received with a noticeable 
lack of enthusiasm. 


NO ONE BROKE DOWN OUR DOOR 


3. If Minnkota could interest a private utility in purchasing a $6.6 million 
transmission system with annual costs of 4 wills per kilowatt-hour for the 
1-mill wheeling fee invoived, then Minnkota’s problem would be solved. None 
of the local utilities knocked themselves out in erder to pick up this fascinating 
offer, however, 

It was obvious that many phases of the old criteria were not only unjust 
but bordered on the ridiculous, 


THIS WILL HELP TO BALANCE THE BUDGET 


This problem of proper and just wheeling payments to power cooperatives 
Was presented to the Assistant Secretary of the Interior, Fred G. Aandahl, soon 
after he took office. He listened, he understood, and he acted. ‘Teo anyone 
who has read the new marketing eriteria they would have netieed that this 
particular problem has been equitably and satisfactorily solved. Minnkota will 
get its $200,000 per year just wheeling credit without endangering its loan 
security or splitting up or selling out. 


BUREAU WOULD HAVE HAND IN CO-OP TILL 


Another point of friction in the old eriteria which would have been difficult 
for Minnkota or any preferred customer of the Bureau to swallow was the 
resale rate clause of the old contracts. In ether words, should the Bureau 
sell you power that agency required control over the resale price ef that power. 
This addition control was disagreeable to Minnkota. Our rates are governed 
by the cost of furnishing electric service to the members. One agency, the 
Rural Electrification Administration, already requires its approval of cCoopera- 
tive rates. This additional agency exercising ¢ontrol is unnecessary and capable 
of causing considerable consternation. Anyone doubting this fact should check 
on cooperatives receiving power from TVA where a similar resale rate clause is 
written into contracts. 

The new marketing rules have eliminated the resale rate elause from all 
preference customer contracts of the Bureau, This is certainly a step in the 
right direction, 


FICTION VERSUS FACT 


Much criticism of the new eriteria has arisen because of the alleged removal 
of the assurance of the abundant and cheap future hydropower. We are being 
told that contract penalties will be levied if customers contract for power in 
excess of their initial requirements. A study of the facts indicated that penal- 
ties are levied under the new rules for contract rate of delivery in excess of 133 
percent of loads. Under the old rules the theoretical limit was 180 percent. 
This was just theory, however. When Minnkota proposed contracting for this 
amount, the Bureau cut the contract rate of delivery down to a much lower figure, 

In actuality the old marketing criteria would not allow contract rates of de 
livery more than that offered under the new marketing rules, 


TWENTY-YEAR QUESTION IN SPOTLIGHT 


The whole question of contracting for 20-year power requirements at this 
time is ridiculous. The Bureau of Reclamation has offered for sale 55,000 kilo- 
watts in firm power in 1954, 85,000 in 1955, and an additional 70,000 to handle 
the immediate loads of the preference customers in the Missouri Basin. The 
amount of power otfered for sale is public knowledge 

The law gives preference to preference customers in the disposal of Federal 
power. The present criteria upholds the law. It follows then that there will be 
very little or no firm power sold to nonpreference users, The facts become plain, 
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THINKING HAS GONE FISHING 


This being the case just why does the elimination of the withdrawable clause 
feature of the old rules became an issue? If no power is contracted oyt to non- 
preference users how could it be withdrawn? It becomes embarrussingly clear 
that someone is making propaganda for the sake of being heard. 

Stories of how millions of dollars worth of penalties will be levied on prefer- 
ence users under the new criteria are the product of the same ambitious minds 
which fabricated the alarm about the private power companies swallowing up the 
firm power. 

When the power applications are in after January 1 it will be found that 
Federal power will in effeet be rationed to preference customers. Even if some 
customers were desirous of cornering a 10-year supply of power and were willing 
to pick up the penalty with it, the Bureau wouldn't let them now any more than 
it would have before. Just how could a Federal agency deny power to one pref 
erence customer in the marketing area in order to guarantee a 10-year supply 
to another’? This is silly. 

We have noted alarm by some people over the recent speech by the Assistant 
Secretary of the Interior in which he stated that the Federal Government does 
not assume utility responsibility for the power requirements in the basin. This 
has been twisted in such a way as to infer that this is a new denial of rights to 
the preference customer, 

As a way of explanation of what is meant by utility responsibility we might 
cite an example. It has been the practice in the industry that when a power 
company contracts for a term of years with, first, let us say, a cooperative for 
power, the company is under a moral obligation to plan for that load and its 
growth for a period beyond the expiration date. It has been considered, and 
rightly so, an unforgiveable sin in the industry to cut off a wholesale customer 
except in an emergency. This has been a general practice. 

The Bureau of Reclamation or the Department of Interior cannot on the other 
hand take on this same responsibility. The amount of generation which is avail- 
able is not dependent on the normal expected load growth of the consumers. 
Here is the difference. The future load-carrying abilities of the Government 
projects is dependent on the whims of Congress. How much money will they 
appropriate for future power or multipurpose projects? This is the question 
that faces the preference customer who wishes to place his future power require- 
ments in the hands of the Bureau of Reclamation. 


WHIMS OF CONGRESS 


What Aandah! said in denying utility responsibility for future loads in the basin 
did not ¢hange the facts. Whatever he said or might have said, could not have 
changed the Government’s inability to assume moral responsibility for carrying 
future load growth. This question can only be resolved by a eontinuously 
powerful bloe in Congress dedicated to a national public-power program: ‘This 
congressional strength in this regard has not. vet been solidly established. 

The Interior spokesman just stated what should have been obvious to all of us. 
It cleared the air for those who weren’t aware of this important deficiency in any 
Federal power development. We feel that for this, no just criticism can be 
leveled. 

Last year the Minnkota Meme earried an article on Missouri hydro develop- 
ments. At that time the waste of planning and funds resulting from the uncer- 
tainty associated with the ¢riteria of that time was pointed_out. In the power 
business more than any other endeavor long-range planning is vital. Supplying 
power requires the expenditure of millions of dollars for plants, lines, and equip- 
ment. Most of this needs amortization periods of 20 to 30 and 40 years. Power 
needs, however, must be met at all times. Therefore, when action is taken on 
major projects a clear view of the future is necessary. as well as the present. 
When acting today we must analyze its effect 10 and-20 years from now. 

One item that removes some of the mystery from the future is the Bureau’s 
new plan of contracting for a 20-year period. In other words, once \ou ve got it 
you can keep it. This tends to solidify a jellylike part of our future plans. 
When our contract is finally signed, Minnkota will then know fairly accurately 
what else must be done to guarantee for ourselves an adequate supply of power. 
A power supply reasonably free of annoying and costly planning mistakes. 

In addition to the questions discussed here, there are many others just as 
important and misunderstood. The final prices of power are yet to be deter- 
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mined; the allocation of firm power among preference users, and the amount 
of transmission economically practical for distributing power—all are problems 
yet to be analyzed and solved. We hope that this can be done in an atmosphere 


of fairness and regard for the welfare of all those entitled to benefits from this 
development. 


We believe the construction of the projects will yield enormous benefits to our 
area. We hope that recriminations and backbiting over only one phase of these 
developments will not blacken to the total in the eyes of the American public, 
For only with the benefit of the whole Nation’s good graces can such areawide 
projects as this be undertaken. 


Mr. Miter. I quote from the statement: 


There has been some fear both within and without affiliated cooperatives that 
the new policies portend doom to low-cost Federal power in our area and even 
destruction of the rural electrification program. After considerable study of all 
the information available to us at this time, we at Minnkota feel that these fears 
and apprehensions are unfounded and have been grossly exaggerated to promote 
political objectives. We believe that rural electrification should not be made a 
partisan issue; nor should the important and beneficial projects on the Missouri 
River be used to gain political advantages. 


The new marketing rules are not perfect nor ideally suitable to promote the 
financial betterment of Missouri Basin cooperatives, nor was the old one. 

Then at the conclusion of his statement: 

Stories of how millions of dollars’ worth of penalties wil! be levied on prefer- 
ence users under the new criteria are the product of the same ambitious minds 
which fabricated the alarm about the private power companies swallowing up 
the firm power. 

The concluding paragraph is: 


We believe the construction of the projects will yield enormous benefits to our 
area. We hope that recriminations and backbiting over only one phase of these 
developments will not blacken to the total in the eyes of the American public, 
For only with the benefit of the whole Nation’s good graces can such areawide 
projects as this be undertaken. 

I want to put it in the record, Mr. Chairman, because apparently this 
group does not think the same as you do, Mr. Wise, about how disas- 
trous the new criteria might be. They are a rural cooperative in 
Grand Forks, N. Dak. 

Mr. Harrison. Any objection? The Chair hearsnone. The state- 
ment will be received and made a part of the record. 

Mr. Wise. Mr. Chairman, I wonder if you have any indication of 
how large a group that is and what is represented. 

Mr. Mirter. You had better proceed with your testimony, I 
presume. 

Mr. Wise. Yes, sir. 

Going back to the original policy itself on which the criteria is 
based, I may say this in answer to your question, Congressman Budge: 
That the cooperatives are concerned in that policy over the general 
policy question, the philosophical question, expressed there that the 
Department of Interior does not intend to go ahead, or at least is not 
going to go ahead as fast, with additional pr -ojects, both hydro projects 
and others—perh: aps the use of steam could firm them up—and also 
that they will not build as many transmission lines as have been built 
in the past. There is a feeling of concern which is carried over to the 
criteria, on this general attitude of not giving the same amount of 
power to the cooperatives, or furnishing the same services to them as 
have been furnished in the past. 
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Mr. Buper. Mr. Wise, you, of course, understand that the Depart- 
ment of Interior is merely a recommending agency. It is the Congress 
of the United St: ites which decides which projects will be built and 
which transmission lines will be built. 

Mr. Wise. May I answer that, — 

Mr. Bunge. Justa minute. While we are on that, I notice here that 
you say: 

The new marketing criteria appears te be a part of a national pattern which 
is emerging to reduce competition in the electric industry and result in an un 
reasonable increase in the cost of electricity te consumers, 

What is the national pattern there? 

Mr. Wise. Well, there are these number of things which are oc- 
curring. The no new starts, for instance. As you pointed out, that 
has existed over a short period of time now, 

Mr. Bunce. Now, just take that one. You say, no new starts. The 
no new starts policy came in when Korea came in. 

In this last session of Congress there were, to mv knowledge, four 
new starts in reclamation. There m: LV have been ot hers, but I happen 
to know that there were four this last year. 

Mr. Wise. Of power ¢ 

Mr. Bupcr. Which I believe were the first new starts for some time. 

Mr. Wise. I would like to make it erystal clear that my clients are 
not trying to criticize any particular individual or any particular 
group which is in charge of an agency at this time, pve. than so far 
as particular actions are concerned which affect them direc ‘tly. We 
are not saying that anybody else did it any better. We do want to 
point out to this committee the changes which are bei! ng made which, 
In our opinion, are harmful, 

Mr. Buper, These things you point out we could go on and con- 
sider fora lon ge time, You spent t days over there in the Senate. ] 
notice you ti alked over there about this eriteria and « lestroyi ing the con- 
cept of the postage- stan ip rate. Mr. McPhail told you over there 
that that was simply writi ng down a policy that had existed in the 
Department of Interior for 5 years, and he so testified here the other 
day. 

Mr. Wise. Yes.sir. Weare pointing out here, as we did there, and 
as we shall continue to do, that while the Department of Interior had 
entered into not very many but a few such contracts in the past we 
objected then and there, we object to it now; and what we object to in 
the criteria is formalizing that for the first time and putting it into 
writing. There m: Ly 7 ave been a few contracts entered into, but there 
was no formal polic y before. 

Mr. Buper. On every single contract where this wheeling was in- 
volved, as I understand Mr. McPhail’s testimony, the De »partment had 
limited the wheeling to 1 mill, and that had been going on for 5 
years. Now your objection seems to be, on each of these things that 
you raise, which have been going on for a long time, that you do not 
like to have them write them down; is that right ? 

Mr. Wise. That is our objection to this violation of the postage- 
stamp concept; yes, sir. We do not like to see it formalized. While 
it had been indulged in a few times in the past, this is making it a part 
of a formal Department policy. That was never done before. Itisa 
matter of degree, of just grinding it in that much deeper and making 
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it that much more difficult for our cooperatives, with that much less 
likelihood of being rescued. 

Mr. Enoie. You think you might finally have blocked that sort of 
precedent heretofore, but after it gets formalized and written in black 
and white it is a little harder to beats is that right? 

Mr. Wisr. That is correct, sir. 

Mr. Bunce, You have not been very successful in beating it in the 
last 5 years. 

Mr. Wise, Except that very few have been written in, as I under- 
stand it. 

Mr. Buper. IT notice you made the statement in the Senate that 
this was something recent, and then Mr. McPhail on his own initia- 
tive corrected you. 

Mr. Wiser. I asked Mr. McPhail the date of the first contract, and 
my recollection is that he did not furnish that date. 

Mr. Bunce. I could read you his testimony. 

Mr. Wise. O. K. 

Mr. Buper. And also yours, [Reading:] 


Mr. AANDAHL. This merely picks up and definitely states a procedure that 
has been in process in the Bureau for a long time. 

Mr. WIsE. No, sir; not for a long time. For the last year or two. 

The first time I personally heard of it was about 2 years age. Before that it 
was the same regardless of what distance you were from the line. You paid 
the same rate. 


Mr. AANDAHL. May I ask Mr. McPhail to offer a word of explanation and 
detail there? 


Mr. McPuHaln, I can’t agree with Mr. Wise on that. It has heen our policy 
for many years not to pay more than 1 mill per killowatt-hour for wheeling 
charge. 

For many years. The testimony here, as I reeall it, the other day, 
was that that had been the policy for some 5 years, 

Mr. Wisr. Pardon me, sir? 

Mr. Buner. Yet you are in here today asking about specifie objec- 
tions you just read in the record a few minutes ago. 

Mr. Wise. I think if you will read on you would see that I tried 
to pin Mr. McPhail down. We agreed that the first contract was 
with the Public Service Co. of Colorado, which in my recollection had 
been entered into ‘in 1951. It may have been a little time before 
that. I am certain it was not 5 years before that. 

Our basic objection is to formalizing it. 

Mr. Buper. Just a minute now. I want to keep this within the 
realms of what has actually taken place. 

Then Senator Welker asked Mr. McPhail [reading :] 

What do you mean by “several”; 1, or 5, or 10% Do you have anything you 
could show Mr. Wise there that would refresh his memory? 

Mr. McPuatL. I would say about 5 years. 

Mr. Wiser. Do you want to continue, sir? 

Mr. Bunce. (reading) : 

And you say, Mr. Wise, you have not heard of that only in the last year or so? 

Mr. WIsE. Yes, sir. 

Mr. McPhail, what is the date of the first wheeling contract entered into by 


the Bureau of Reclamation, which resulted in a cooperative having to pay 
more than the postage-stamp rate? 

Mr. McPHa. The first contract that I recall to be entered into where 
there were wheeling charges involved that were greater than the Bureau was 
willing to pay was probably with the Publie Service Co, of Colorado. 


POWER POLICY 99 


Mr. Wisk. And what was the date of that contract, sir? That is the 
first one I have heard of, too, Senator. Whatever the date of that is it is the 
date I am attempting to establish, 


Mr. McPnHart. I would have toe check that contract te see, My guess is, 
though, that it was 4 or 3 vears age. 

Mr. Wise. Well, sir, my guess was that it was 2 vears ago. One 
of us may be wrong. But that is the contract we are talking about. 

The point we are making now—-while that was done, I think, over a 
considerably shorter period of time than Mr. McPhail thinks—I 
could be mistaken—is that there were only 3 or 4 such contracts and 
there was never a formalized policy. 

Mr. Buner., Each time they wrote one that was what happened in 
the last 5 vears. 

Mr. Wiser. Turning to the second page of the criteria, in paragrap] 

2? it spells out this: 

The amount of power which the Bureau commits itself te deliver will remain 
as a commitment threugheut the term of the contract and there will be no 
condition of sale which will permit the power thus commitied toe be withdrawn 
for service to other existing or potential customers— 
which definitely did away with the withdrawal prevision. 

Paragraph 5 of that same setup says: 


No provisions will be made in the terms and conditions of sale which will 

result in automatie increases in the initial power commitment without a proper 
compensation for the increased power reserved. 
And that would still stay in effeet. It seems to me it is somewhat in- 
consistent with the new language in paragraph 7, but that was never 
chi inge “d. 

Paragr: aph G seems to me to be even more inconsistent with the new 


language in paragraph 7. It says: 


The contract will state that it is the customer's responsibility te have or 
secure other sources of power to meet his needs in excess of the ameunt stipu- 
lated in his contract with the Bureau. 

Now, this morning IT was accused by Congressman Budge of testify- 
ing | bitterly in the Senate hearings. I apologize if my seriousness or 
lack of finesse sounds as though I am bitter, What I am trying to do 
is ay to present my clients’ case from the st: indpoint that will 
show how it is being affected by the eriteria. 

If I made any references to anyone by which I meant to shew that 
there had been Inconsistencies In their testimony, and as a result of 
that both the cooperatives and I are somewhat confused, I certainly 
did not mean to reflect upon anyone's motives or to question the 
propriety of those motives, 

] apologize if I ereated the wrong impression. Lde sav that this 
is one of the situations where it seems te me the position of the De ‘part- 
ment has changed, It has changed considerab ly from what it was 
originally. 

As these two prov isions read the re, It Is ve ry <¢ Tear that the eooperae 
tives were going to be on their ewn, and when we get into the 20 vear 
term situation, with that tvpe of contract being possible, they were 
simply going to be out of luck so far as their future power require- 
ments were concerned. 

Mr. Buner. Just as an aside here, Mr. Wise, how many kilowatts 
do your clients use? 
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Mr. Wise. I am not in a position to answer that. Some of them 
are here. 

Mr. Buper. Just roughly. 

Mr. Wise. Mav I ask one of the managers? 

Mr. Buper. Maybe 50,0002 

Mr. Wise. Oh, a lot more than that. Mr. Herriott will testify 
later. He is the manager of one of the cooperatives, 

Mr. Viremw. H. Herrtorr (manager, Sioux Valley Empire Electric 
Association, Colman, 8. Dak.). I have the information on the applica- 
tions submitted through December 18, if that would have any bearing 
on it. 

Mr. Bunge. I was just trying to get an estimate. 

I wanted to call your attention to the fact that from the statements 
you made in he Senate, particularly about this pattern of giving 
the private utilities power, that I think the record should show that 
the Department of the Interior in the last few years has signed con- 
tracts with the Kaiser and Reynolds and Ale oa aluminum companies, 
which are certainly not preferenc e customers in any sense of the word, 
and they are selling them annually over 1 1 million kilowatts of hydro- 
electric power produced by the taxpayers’ money, which built the 
dams. So I do not know whether your co-ops use anywhere near 1 
million kilowatts. I do not imagine they do. 

Mr. Enerr. Where are they located, Mr, Budge? 

Mr. Buper. This is not exactly new. One million kilowatts are 
going to aluminum plants on 30-year contracts, with no withdrawal 
provisions. 

Mr. Enetx. Where are they located? 

Mr. Buper. They are located in the State of Washington. 

Mr. Ener. That distribution is under the Bonneville Act, is it 
not ¢ 

Mr. Buner. Yes. The Bonneville Act more clearly spells out the 
preference clause than either the 1944 Flood Control Act or the Recla- 
mation Act. Personally, I think they are in direct violation of the 
statutes of the United States. 

Mr. Eneiz. You would not contend, would you, Mr. Budge, that 
a violation of the law by somebody else justifies it in this instance? 

Mr. Buper. No, but I do not like some of this witness’ remarks 
about the national pattern about giving things to private individuals 
that belong to the public, when we have this one instance of 1 mil- 
lion kilowatts sold on a 30-year firm contract with no withdrawal 
clause to those aluminum companies, which are certainly not prefer- 
ence customers. 

I think the gentleman from California would be happy to agree 
with me on that. 

Mr. Enate. I agree that they are not preference customers. I do 
not know the circumstances of those sales, but I would say it is hard 
for me to visualize how an aluminum company could be expected to 
make the sort of investment that is required in an aluminum plant, 
with a source of power which is not firm. During the wartime when 
we had to have those aluminum plants I can imagine that some legal- 
isms went out the window. I do not know just what the justifica- 
tion for it is, according to their judgment, but just looking at it from 
the outside I would hate to put the kind of money they put into those 
aluminum plants without some firm assurance of power. 
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Mr. Lovre. Does that justify a violation of the law? 
Mr. Enerr. I do not know what the reasoning was for it, and I 
am not familiar enough with the Bonneville Act to comment upon 
it. Whether it was or not, it does not justify any repetition ot it, ex- 
cept in a national defense emergency. 

Mr. Berry. Did they not tell us when we were out at Hungry 
Horse, where they are putting in this new aluminum plant, 15 miles 
below Hungry ee se Dam, that that power was being sold at 2 mills‘ 
Is there anybody who can buy power at 2 mills¢é 

Mr. Buner. It i : a great subsidy for that particular industry. 

Mr. Wise. Mr. Chairman ? 

Mr. Bu DGE, All I am try ins to do, Mr. Engle, is to correct a few of 
the impressions which this witness leaves in his testimony. I think 
that the preference clause should be lived up to. As long as it is in 
the statute the Department should follow it. 

I think Seeretary Aandahl in his testimony has stated very definitely 
that that is what the De ‘partment intends to do, but I do want to call 
the attention of the commitee to this 1 million kilowatt-hours that 
have been sold for 30 years and cannot be recovered until the expira- 
tion of those contracts. 

Mr. Asprnatt. Mr, Chairman, will my colleague yield to me? 

Mr. oe Mr. Aspinall. 

Mr. Asprnaut. I can understand how any member of the com- 
mittee could take exception to some of the evidence placed before this 
committee, but the purpose of this hearing is te get each witness’ testi- 
mony and feelings; is that not right? 

Mr. Bupar. That should be the purpose. 

Mr. Asprnaut. It is not up te any of us to try to make his testimony 
agree with our understanding of the situation; is that not right ? 

Mr. Bunce. That is correct. 

Mr. Asptnatu, That is what I thought. 

Mr. Bunce. All I am trying to do is to correct some of the impli- 

rations which he places in his testimeny, which I do not feel correctly 
and truthfully belong there. 

Mr. AsprnaLy, I think my colleague has that right, but I do not 
know that it is particularly expeditious, 

Mr. Wise. It was in connection with that subject this morning, 
Congressman Budge, that I was accused of bitterness or showing lack 
of respect, and I must respectfully submit here that I do think it is 
misleading to have read this morning a part of Bonneville Act and 
to leave out the part which answers the very question you raise. Why 
in the Bonneville Act is the 5-year w ithdrawal provision spelled out, 
when it is not spelled out in any other act? That is because Con- 
gress—this Congress —appropriated that money and passed that bill 
in order to make power available to those aluminum companies. It 
was a part of the war effort. It was expressly provided that the 
5-year withdrawal provision does not apply to contracts with private 
industry but only apples te public utilities. It is all in the act. It 
is very clear. It is very simple. 

To say here it creates an implication like this is just not proper. 

Mr. Buper. What was the ciate of the Bonneville Act? 

Mr. Encrir. August 20, 1937, 

Mr. Wisr. The money was appropriated. 
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Even at that tin 1@, if you have the act before you, if you read it 
vou will read about contracts which are authorized with preference 
customers and with priv: ite industry. It 1s onlv the publie-utility 
companies that had the 5-year withdrawal provision. 

The only reason they spelled out the withdrawal provision in that 
preference act a d not in the other prefe rence acts Is because they were 
not having it apply to those private industries but only to the power 
companies, and they expre any authorized long-term contracts with 
private industry. It is all in there. 

The Bureau in that ecase—I am not t here to defend them, because I 
want to repeat that the eeoperatives have had plenty of difficulty with 
the Burean over the years. But here we are bringing out something 
which is just not the fact. Those particular contracts are authorized 
by Congress. I think Congressman Lovre should know that. 

“The Bonneville Act is entirely different, It does provide for a 
long-term contract with private indus stry. 

Mr. Eneir. Mr. Wise, will you take this act and put vour finger 
on the section you re fer to 4 I have it here before me, but it is long 
winded and I cannot unravel it. Let us get the section cited which 
you claim makes an exception in the Bonneville area, and cite 1t and 
read it into the record, and then maybe we can get along with the 
business. 

Mr. Harrison. The Chair wants to make an observation at this 
time. We do not want to cut down the time of you people. We want 
to hear all of you. I think there are about 11 witnesses. If we do 
not get through with this some of the witnesses are going home without 
being heard, because our time is limited. We do not have unlimited 
time here for these witnesses. 

I hope that the discussions will be held on just the matter before us, 
and not outside issues. 

Mr. Ener. Could we have our finger put on this section? I would 
like to have it at least in the record. We would like to know about it. 

Mr. Mitier. I might suggest, Mr. Chairman, that Mr. Wise and 
Mr. Ellis are here in Washington all the time, and the other seven 
or eight witnesses we have are from Colorado, North Dakota, Mon- 
tana, South Dakota, Iowa, Kansas, and Nebraska. Perhaps we ought 
to proceed to hear them, and then have Mr. Ellis and Mr. Wise come 
up when it is more convenient. 

We have some good testimony here. The committee would like to 
ask questions. I do not like to see us squeeze out people who came 
from a long distance to place testimony in the record, which is close 
to the problem. 

Mr. Wise. Mr. Chairman, would you rather I withdrew now and 
that they went ahead? It would have taken me about a half hour, 
but I realize that it is impossible to do it without interruption. 

Our aim is to highlight the points which we claim, whereby the 
criteria violates the law, and the harm it does to the e ooper atives: and 
then the individual witnesses from the various cooperatives were going 
to show how that applied to their particular situations. However, I 
should be very happy, if you would like to do that. 

Mr. Minuer. Whatever the chairman wishes to do. Mr. Harrison 
is acting chairman. 
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Mr. Harrison, There are 9 more witnesses. All of them, with 
out exception, are from outside of Washn igton. 1 hat does not in- 
clude Mr. Wise nor Mr. Ellis. 

Mr. Miuzier. There was one other thing J] wanted to add. Mr 
Lyons of Pine Bluffs, Wyo., raised a very interesting question. If 
we could get this question answered that Mr. Engle raised, I think 
we could proceed with the out-of-town witnesses, 

Mr. ENGLE. May ) ooest that we ought to cle fer to the witnesses 
from out of town, unless th ey would prefer to have Mr. Wise te waits 
in their stead. 


STATEMENT OF H. VANCE AUSTIN, MANAGER, COLORADO STATE 
ASSOCIATION OF REA COOPERATIVES, DENVER, COLO. 


Mr. Avsiix. Mr. Chairman, would it be permissible for me to speak ¢ 
I believe I am the next witness on the lst. 

My name is Austin, and I am from Colorado, 

M: ay Is: Lv this with respect to the hearing of the out-of-State wit 
messes: It would be an accommodat dy to us. However . the nee 
manner in whic h this has been prepa ired b 3 the ere up OF Us from the 
Missouri Basin is that a goo aa part of the skeleton of our epposition 
is in Mr. Wise’s testinion ve If that testimen iV Is put on now I believe 
the parts that the others of us can fill | in on, for the more or less non- 
technic al or le gal parts, Wi if} fit it} with the pat tern ot vou uw WwW cl ‘Te 
standing better. if we «an go ahe ad and put it on pit ce by Pp lece, V W ith 
the framework before you. 

Mr. Harrison. What about Mr. Cornog, of North Dakota! Is he 
here? 


STATEMENT OF GEORGE CORNOG, MANAGER, K. E. M. ELECTRIC 
COOPERATIVE, LINTON, N. DAK. 


Mr. Ce RNOG, Yes: right he re, I would like to see Mr. Wise go on 
at this time. 

Mr. Harrison. I want it definitely understood that there may be 
chance you fellows will not be heard at all. 

Mr. Cornog. When we recess tomorrow night, is that the end of the 
hearing? 

Mr. Harnisoxn. We will not be in session tomorrow afternoon’ 
There will be a short session tomorrow morning, and that is the most 
time we can give you. 

Mr. Cornoa. No further time? 

Mr. Harrison. That is right. 

Mr. Cornoa. It ts not possible next month or the following month, 
or next week, or anything? 

Mr. Harr ISON, We do not know, We h: ive a ae full schedule. 
While we want to hear everybody it ts ver v difficult now, with all the 
business before us. 

Mr. Cornoa. In that case it makes it even more important to me that 
Mr. Wise go on at this time. 

Mr. Harrison. I was just trying to make the record clear, so that 
somebody cannot say later that we did not take care of it. 

Mr. Cornoc. That is right. 

Mr. Harrison. How about Mr. Ebaugh? 
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STATEMENT OF HAROLD C. EBAUGH, MANAGER, HILL COUNTY 
ELECTRIC COOPERATIVE, HAVRE, MONT. 


Mr. Esvauecn. Yes, I am here. I would just as soon let Mr. Wise 
continue. We, of course, have a few things we would like to say, but 
if you cannot hear us, we will accept that. 

Mr. Harrison. It is just a question of time. It is impossible. It 
is not a question of desire. 

How about Mr. Herriott? 


STATEMENT OF VIRGIL H. HERRIOTT, MANAGER, SIOUX VALLEY 
EMPIRE ELECTRIC ASSOCIATION, COLMAN, S. DAK. 


Mr. Herrtorr. Yes, sir; that meets with my approval. 

Mr. Harrison. How about Mr. Anderson ? 

Mr. Herrtorr. Is it possible for us to submit a prepared statement, 
in that event? 

Mr. Harrison. We would be very happy to have anyone who is not 
heard, or who wants to amplify his statement, submit a prepared 
statement, provided, of course, it is submitted within a reasonable 
time. 

Mr. Herrrorr. Yes, sir. 

Mr. Harrison. Mr. Anderson? 


STATEMENT OF HARRY ANDERSON, PRESIDENT, CODINGTON-CLARK 
ELECTRIC ASSOCIATION, WATERTOWN, S. DAK. 


Mr. Anverson. Asa director I feel that if I may be given the oppor- 
tunity to prepare a statement for the record I would be glad to allow 
the time to be taken by Mr. Wise, because I am not qualified to enter 
into this discussion. 

Mr. Harrison. Mr. Caulkins? 


STATEMENT OF LLOYD CAULKINS, MANAGER, NORTHWEST IOWA 
POWER COOPERATIVE, LEMARS, IOWA 


Mr. Cautxrns. I would be happy to see Mr. Wise go ahead and have 
our project included in a prepared statement. 

Mr. Harrison. How about Mr. Jenness? 

A Voice. He is not here, sir. 

Mr. Harrison. How about Mr. Herbert Linn, of Kimball, Nebr. ? 


STATEMENT OF MR. LINN, KIMBALL, NEBR. 


Mr. Linn. I would prefer that Mr. Wise take our time, please. 

Mr. Harrison. Mr. Lackman. 

Mr. Miter. I do not believe he is here. 

I would like to ask Mr. Lyons a question, if he will come up now. 
He raised a question awhile ago. 

If you do not mind, Mr. Wise, just stay right there. 

Mr. Lyons, what are your initials? 
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STATEMENT OF B. E. LYONS, MANAGER, RURAL ELECTRIC C0O., 
PINE BLUFFS, WYO. 


Mr. Lyons. B. E. 

Mr. Minter. You are manager of—-—-~ 

Mr. Lyons. Rural Electric Co.. Pine Bluffs, Wve. We serve the 
three States of Wyoming, Nel -brasks ile and Color: ado, 

Mr. Mituier. | have received a wire from the man: gel of the Ne- 
braska Rural Eleetrie Co. One of the questions he raises is: Why 
should the rural subsidiaries and municipalities in western Nebraska, 
Colorado, and W yoming have to build some steam capacity now when 
there 1s Bureau power available in the tristate area which is now 
going and will continue te go toe private utilities? 

] beleve you told nie in the Colorado, Neb: ask. and Wyoming area 
there is some power now going to private utilities; is that correct, Mr. 
Lyons? 

Mr. LYONS. Tl hat is Yl ig] ht. I h: ive only he ard me ntione dl t] ie Moun 
tain States Power, at Ca: sper but evide ntly the balance of those pr! 
vate power companies have been buying power, 

Mr. Mitter. Do you know what power comps inies 

Mr. Lyons. Rawlins Gas & E lectric Co.: C oer Light, Fuel & 
Power: and the Colorado Public Service Co. 

Mr. Miter. Your understanding is that they have long-term con- 
tracts for power now % ¢ 

Mr. Lyons. I presume they do, They have been buying since the 
Bureau was in existence there. 

Mr. M LLER, They are getting about 52,000 kilowatts, you thought, 
or something like th: at? 8 

Mr. Lyons. That is my understanding. I understood Cheyenne 
Light, Fuel & Power was taking 80 percent of its requirements from 
the Bureau. 

Mr. Miter, It is your understanding this would not be availabl 
to the preference customers ? 

Mr. ine That was right. 

Mr. Mirirr. Now, Mr. Chairman, I wonder if we have anyon 
from the Bureau of Reclamation who is able to straighten us out on 
that, if that is true. 

Mr. Frep G. Aanpant (Assistant Secretary of Interior). M1 
Chairman, I do not have any analysis in mind of an y of the othe 
companies that have the 53,000 kilowatts under contract in the west- 
ern division, other than the Mountain States Power Co. All those 
contracts have the withdrawal clause in them atthe present time. 

Mr. Mitzer. All of them do have the withdrawal clause? 

Mr. Aanpaun. Yes. 

Mr. Miter, Is there any other statement you want to make, M1 
Lyons? 

“Mr. Lyons. I was wondering if they would all continue to have 
withdrawal clauses, except the Mountain States, at Casper ? 

Mr. Mitter. Would they all continue to have withdrawal clauses 
under the new contracts ? 

Mr. Aanpant. The only one I am in a position to comment on was 
the Mountain States. The others would have to have separate analy- 
sis before our opinion could be determined. 
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Mr. Mitier. Is there any other statement yeu want to make, Mr. 
Lyons? 

Mr. Lyons. Well, the only thing I weuld have to say is that we are 
directly connected vith Cheyenne Light, Fuel & Power. We take 
their fringe area all around Cheyenne. They would not serve the 
farm load. Now we are forced to build in there and serve the farm 
load. We would hate to see power that should be going to our farm- 
ers turned over to them. 

Mr. Mitier. Is it your feeling there will be enough power out in 
the area 4 or 5 years from now to meet all the needs of the preference 
customers in the tristate area / 

Mr. Lyons. I think there would be enough for the preference cus- 
tomers, but it is definitely proved there is not enough for all the eus- 
tomers in that area. 

Mr. Mitter. Plus the nonpreference customers ? 

Mr. Lyons. That isright. There definitely will be a power shortage 
in the next 4 or 5 years, if we go that long. 

Mr. Harrison. Thank you, Mr. Lyons. 

I suggest that Mr. Wise continue pointing out his objections to the 
criteria as written and amended, but keep as close as possible to the 
subject, and that extraneous and outside matters be kept to a mimi- 
mum. 

Mr. Wiser. Then I do not read this section from the Bonneville Act 
that Congressman Engle wants? 

Mr. Ener. Please give the citation for the record so we can see 
where it is. I have the book in front of me. 

Mr. Wise. May I read just a few words of section 5 (a) of the 
Bonneville Act? [Reading:] 


Subject to the provisions of this Act and to such rate schedules as the Federal 
Power Commission may approve, as herein after provided, the Administrator 
shall negotiate and enter into contracts for the sale at wholesale of the electrie 
energy, either for resale or direct consumption, to public bodies and cooperatives 
and to private agencies and persons. Contracts for the sale of electric energy 
to any private person or any agency other than a privately owned public utility 
engaged in selling electric energy to the general public, shall contain a provision 
forbidding such private purchaser to resell any of such electric energy so pur- 
chased to any private utility or agency engaged in the sale of electric energy 
to the general public, and requiring the immediate cancelling of such eontract 
of sale in the event of violation of such provision. Contracts entered into under 
this subsection shall be binding in accordance with the terms thereof and shall 
be effective for such period or periods— 


remember, this includes all contracts with private persons or corpora- 
tions— 
including renewals or extensions, as may be provided therein, not exceeding in 
the aggregate twenty years from the respective dates of the making of such 
contracts. 

In other words, contracts with all private corporations-——— 

Mr. Berry. For resale. 

Mr. Buper. No. 

Mr. Wise. No; any private company for any purpose, 

Mr. Bunce. Mr. Wise, let’s put in the other section. 

Mr. Wise. May I go ahead and finish this, please? 

Mr. Bunae. Yes. 
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Mr. Wise (continues reading): 


Contracts entered into under this subsection shall contain ¢1) such previsions 


f 


as the Administrator and purchaser agree upon for the equitable adjustment of 
rates at appropriate intervals, not less frequently than once in every five yeurs, 
and (2) in the case of a contract with any purchaser engaged in the business 


1? 


of selling electric energy to the general public, the contract shal! provide that 
the Administrator may cancel such contract upon five years’ notice in writing if 
in the judgment of the Administrator any part of the electric energy purchased 
under such contract is likely to be needed to sutisfy the requirements of the said 
public bodies or cooperatives referred to in this Act, and that sueh eancellation 
may be with respect to all or any part of the eleetric energy so purchased under 
said contract to the end that the preferential rights and priverities accorded 
public bodies and cooperatives under this Aci shall at all times be preserved, 

That only applies to contracts with private utilities, Congress ex- 
pressly recognized the long- term contracts with the aluminum in- 
dustry, and it was contemplated at that time that there would be 
industries brought into the Northwest. That was one of the selling 
points in putting the act through. 

Mr. Buper. Of course, you may hi ave a lot of theories as to w hy the 
act was passed. Of course, in 1937 we did not antic ipate any alumi: 
num plants would ever be out there so far as anyone in the area knew. 

I hate to take the time. Mr. Chairman, but I am going to dictate 
into the record the one provision of the Bonneville Act which I feel 
is the controlling provision. It follows the definition of who are the 
preference bodies, who are the people that are to receive the energy 
trom the Government, and it says: 

Provided further, That nothing herein contained shall be ecenstrued to limit or 
impair the preferential and priority rights of such public bodies or cooperatives 
after January 1, 1941: and in the event that after such date there shall be con- 
flicting or competing applications for allocation of electric energy between any 
public body or cooperative on the one hand and a private agency of any character 
on the other, the application of such public body or cooperative shall be granted. 

Now obviously, if a 00-year contract is entered into for a million 
kilowatts of power, you cannot give the cooper: itives the million kilo 
watts of power, which is just exactly the thing that you have been 
anticipating Secretary A: andi th] is going to do and which he says he 
is not going toe do. But it cert: ainly was done in this instance. The 
Bonneville Power Act states the preference clause much more clearly 
than either of the other acts with which we are concerned. 

Mr. Wisk. The language has to speak for itself. I think the lan- 
guage I read shows clearly that the long-term contracts with private 
nonutility companies were expressly authorized, and ] believe the 
Governor testified in his testimony here that a finding was made by 
the Bureau, by the department, that that power which went into those 
private contracts pursuant to the express language of Congress was 
not needed for pre ference customers. 

Mr. Buper. Even the language which you read—I will make this 
remark and then we will get back to our work even the language 
which you read limits the contracts in their aggregate to 20 years 

Mr. Wise. That is right, sir. 

Mr. Buper. And here these contracts are for 30 years and not with 
a withdrawal clause, 

Mr. Wise. I am not prepared to answer that. I believe if you ask 
the department representatives they will tell you the law is not vio- 
lated insofar as going beyond the term author ized by Congress. There 
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may be an amendment to that: I do not know. I think you can get 


that answer from the departme = 

Turning to paragraph 7, which has been revised by the statement 
issued on December 11, 1953, even as revised it still sets up, as pointed 
out by Mr. Ham and, I believe, by some of the questions asked by the 
Congressmen, preference customers who are not cooperatives or public 
bodies. Now we spent a lot of time in the Senate going around and 
around on this question as to why, and in my opinion we came up with 
no answer. 

Our worry is this: The present setup has worked all right with the 
withdrawal provision 1 in there. To say now that there will be some 
contracts up to 20 years, and there is nothing in the criteria limiting it 
other than those who have become dependent—I will use the exact 
language— 


and of those nonpreference customers that serve communities which, by long 
use, have become dependent on such power— 


will be extended— 

to the extent requested by the eustomer—will be amended to extend the term 
thereof in accordance with item 1 of these marketing eriteria, that is, a maxi- 
mum of 20 years from the present time, and to eliminate, if included therein, the 
option of the United States to withdraw power for service to other customers, 

Now we cannot understand the purpose of it. I think the testimony 
of Mr. Ham has shown rather clearly in the case of the western area 
that they have been told by the Bureau, not once but repeate ly, that 
there will be no more power available for them after 1956. Now, as 
he testified, there is at least, I believe, 23,000 kilowatts which is under 
contract with the Mountain States Power Co. To that extent there 
is a direct, immediate and clear cut violation of the preference law as 
we interpret the preference law, which is that it is not a preference 
only as of now—it does say in the sale of power, but that means in the 
sale of it over the years, and there must be a continuing preference. 

Mr. Miter. Mr. Wise, did you not agree, though, in the Senate 
hearings that you had no quarrel with that contract with Mountain 
States ? 

Mr. Wise. Yes, sir; I said we had no quarrel with that contract, and 
we do not so long as the withdrawal provision is in there. It creates 
no problem. 

We realize that the Bureau has a problem with respect to a customer 
such as Mountain States and everything should be done to work out 
that problem. 

Mr. Mitirr. You have no particular objection to that contract with 
Mountain States? 

Mr. Wise. We do have a very definite objection to it if the with- 
drawal provision is removed from it. With the withdrawal provision 
in it, we have no objection. In the past it has been good business for 
the Bureau and also helped out that company. 

I may say, when you talk about that company, I believe it has a very 
small amount of generation. I think the figures—and I do not vouch 
for these—are that they have about 3,000 kilowatts of their own and 
are buying 23,000 from the Bureau. It is strictly a company which 
is almost an arm of the Bureau in its development. 

Do you see what that does to the preference clause? If you kept 
the withdrawal provision in there, you would have no problem. But 
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at the time it will be needed for the cooperatives, which will be 1956, 
company could be told, they would be given suflicient notice, 2 or 
2% years, in order to build a plant to go ahead and serve that load. 
We e would hope it might be worked out on an easier solution which 
might be arrived at. 

If the other arm of the Government, the REA, saw fit to make the 
loan to the Tri-State Generating Cooperative which Mr. Ham test 
fied about, the Bureau did not tie-up its secondary power and the 
other power which they could use in long-term contracts, and made a 
satisfactory arrangement with Tri-State, you might be able to take care 
of the preference customer there and cooperate on a withdrawal bas 
to serve Mountain States. 

Mr. Mitzer. Do I understand that Mountain States sell most of 
their power to the municipalities, to two large towns 

Mr. Wise. To people living in the municipalities, yes, s, sire I believe 
Mr. Lyons testified they did very little in the way ‘of serving farms 

You see how this appears to a farmer who tried for years to get 
service from these little companies and they were turned down flat 
If you go out there, you will see the fringe areas only get served by 
the companies, T he farmers went ahead and organized co- ops all i 
very thin areas, and they could not do it until ¢ hes ap power was made 
available, They could not go ahead under the rates quoted to them by 
those companies. And those farmers who had to do that work—and 
as their load grows they will need this Bureau power—listen to testi- 
mony that the company is sacred for some reason or other because it 
has served over a period of time, and therefore the additional power 
which the farmers need and which the law says they shall get, is not 
given them 

As someone brought out in a question here this morning, this matter 
will be perpetuated in the future if you enter inte long-term contracts 
with other companies who are in an area where the co op’s do not need 
the power right now because such companies are going to build up 
that same kind of a preference. And we submit that clearly violates 
the law of Congress as spelled out. It is true the language used in the 
act—he did not quote the Fort Peck Act, which also ap plies to tl 
Missouri Basin or parts of it, which is quite similar to other laws. T 
believe Mr. Engle used “unqualified terms.” It does not spell it out, 
and we submit the reason it does not spell it out in any other act other 
than Bonneville is because Bonneville was an act which really gave 
preference and also recognized the right to private nonutility com. 
panies to have long-term eéntracts. 

Mr. Mutter. I believe in the Colorado area that Reclamation sells 
some power to private groups there at peak load and buys some back, 
a sort of an exchange proposition. 

Mr. Wise. And a very excellent arrangement for both parties. 

Mr. Mintzer. You think it is a good arrangement ? 

Mr. Wise. Yes,sir. But when we get down to the next paragraph 
this is what we are so worried about. I know this sounds like words 
in answer to your question this morning, Congressman Rhodes—if Mr. 
Aandahl was right when he said that the needs of the cooperatives 
would always be taken care of, then we would agree, so far as this 
point is concerned, there is no ‘problem. But you get into almost a 
question of semantics, What are “needs”? 
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If this were an exact science, se that vou could call one of the engi- 
neers from the Department of the Interior or one of the cooperatives 
or REA, and he could say in 1956 this will be our needs, and in 1958 
this will be our needs, and so much in 1965, that would be fine. But 
take this question of secondary power, As of today the co-op’s have 
almost no need for it. If we had to come in before this committee or a 
court or any other place, the Department or the Administrator of 
REA, and establish needs for it, nies is no need existing now because 
they have no generator plant. But if you gentlemen do not appro- 
priate some more money for some new dams and new starts pretty soon, 
a number of them are going to have to come in here for loans for gener- 
ating plants, Then they will have need. 

Now the language is used—in the explanatory language when you 
get down below, they talk about “long-term contracts will not be en- 
tered into unless it 1s clearly shown.” Whereas, as of now you can 
clearly show that none of the secondary or peaking capacity will be 
needed by the co-op’s. As of now the } yroblem is not near ly so acute as 
it will be in 1961. As has been test fied here, most of the power today 
will be taken by the preference customers. They say practically all 
of it, but they also talk about the necessity of some long-term contracts. 
That is where we get confused, and that, Mr. Chairman, is where we 
think some of the original speeches differ from their present testimony. 

Mr. Mintzer. In answer to my question on what is meant by short- 
term contracts, Secretary A: indahl says: 

My thinking has been that such contracts should run from 2to5 years, Short- 
term interim contracts mean contracts of such duration that they will terminate 
when the power is needed by the preference customers. 

Is there anything wrong with that statement? 

Mr. Wise. Except this, sir: there is nothing in the criteria that says 
that. 

Mr. Miuuer. He says that. In explaining the criteria, that is what 
Mr. Aandahl said, and I am trying to find out if there is anything 
wrong with that approach—it shall be available if and when they need 
it. Is that all right? 

Mr. Wiser. If any plan could be worked out which would make sure 
power was av: ailable when needed, it would be fine with the ¢ coopera- 
tives and in our opinion would satisfy the preference law. 

Mr. Miter. I think that is what we want to get. 

Mr. WIser. os that is what we would like todo. One of the rea- 
sons we were so upset when the revised criteria came out is that we 
pleaded before the Senate committee for the opportunity to discuss this, 
not how it was going to work out, but as to how one could be worked 
out which would be fair to the cooperatives and everyone else. This 
one was rushed through and announced without it being discussed with 
the cooperative represent: atives. What we would like is to have ec oop- 
erative representatives and not representatives selected by the Depart- 
ment or some other department of the Government in some form of 
advisory committee, but representatives selected by the cooperatives 
who could sit down with the Sec retary and work this out and come up 
with language which is not ambiguous. 

We are worried about the short- term contracts for this reason: 5 
years, we think, is definitely too long. The Bureau has itself indicated 
that for preference customers 2 years is a reasonable time in which to 
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build your own venerating ph: int or mi ake othe r arrangements for 
power, because the change in the rate, that is, in the minimum capacity 
charge, is based on contracting only for a 2-year load growth. 

Mr. Mitirer. Some of the REA’s have been se nding in questions and 
I want to go over them again to see where they fit into your thinking. 
One of the questions was: “Isit possib le for the preference customer to 
revise his estimates up or down after January 1?” 

Mr. Aandahl’s answer was: “A preference customer may revise his 
estimates either up or down after January 1. In fact, the amount of 
power to be placed under contract is a matter of open negotiation until 
the contract is finally signed. That, in all probability, will be several 
months after January 1.” 

Is there anything wrong with that statement? 

Mr. Wise. Except this, sir: that was one of the answers which 
caused me to make the remarks I did this morning to which Chairman 
Harrison took exception and for which J apologized, That is so 
utterly different from what was originally said or what was said in t! 
revised eriteria itself. Let me read from - 

Mr. Miniter. This statement is dated December 31, 1955, and the one 
I would like to follow. 

Mr. Wise. That is not part of the criteria, sir. 

Mr. Mitxter. That is the clarification of the criteria. That is the 
reason the letter was written and the questions were asked. 

Mr. Wiser. We would like to have that language clarified. It is 
still a little ambiguous, 

Mr. Mitrer. You see nothing wrong with their being able to revise 
estimates up or down after January 14 

Mr. Wise. This is what the original notice said, and I am reading 
hnow--— 

Mr. MILurr, This is the new eriteria that hase been issued, The 
questions were asked and answered on December 31. 

Mr. Wise. But. sir—— 

Mr. Mivuer (reading): 

Is it possible for the preference customer to revise his estimates up or down 
after January 1* 


es 


The answer is*Yes”, Is there anything wrong with that ? 

Mr. Wise. The answer is excellent except, sir, it ts in conflict with the 
criteria, and what we submit is that we cannot operate on any kind of a 
business-like basis unless all of this testimony—and which I indicated 
had changed from time to time—gets put into the criteria itself. 

Mr. Minter. Here is another one of the questions asked by the people 

i 2 peo] 
you represent : 

7. What is the individual rural electric system to do in applying for power 
as now required’ No change was made in the December 11 issue of rates, article 
1, Should he apply for power requirements for 3 years.or for 20 years? 

Answer. In applying for power the customer should apply for un amount based 
on his present needs, plus the anticipated load growth during the next 2 or 3 
years. 

Is there anything wrong with that? 

Mr. WIsr. ‘Yes, sir. Ww e take violent exc eption to that and cdo not 
think that this program ean go ahead on anorderly developmental basis 
if that is the rule. 

Mr. Minter. Two or 3 years? 
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Mr. Wise. That is right. And adding to that and remembering if 
you guess wrong there is a penalty now which was not there before. 
Mr. Mitier. Let me ask how you would answer the question: 


What is the individual rural electric system to do in applying for power as now 
required? Should he apply for power requirements for 3 years or for 20 years? 
How would you answer it ? 

Mr. Wise. A number of my clients have asked me that and the 
answer I have given them is that I would submit to the Burean my very 
best estimates for at least the next 10 years or longer period, if possib le, 
with steps in there to show what the ‘y will want either on an annual 
b: Isis or every 2 years. And that is one of the things which must be 
wor ked out with the Bureau. 

3ut I submit that you cannot have—if we are going to go ahead wi 
having the impetus in back of the cooper: itive program which it sa ws 
had in the past—may I say these witnesses, if you do not get to them, 
will corroborate this—in most of the basin you could not have REA 
projects without cheap power: the farms and ranches are so far apart 
you could not do it. In the Dakotas there was almost no development 
until after the war, until cheap power came along. 

You cannot estimate. When Mr. Ham testified he missed by 100 
percent he did not mean he overestimated but he underestimated. The 
experience of the cooperatives and the REA and the Bureau has been 
we always unde restimate. This thing grows so muc ‘h faster than any 
of us has the nerve to dare to believe is going to continue to happen, 
but in the past that has been the experience, 

Mr. Mitier. Here is another question, Mr. Wise: “Is it necessary for 
preference customers to apply for power beyond their 3-year require 
ments?” Is that a good question ? 

Mr. Wiser. Sure it is a good question, 

Mr. Mirier. How would you answer it? 

Mr. Wiser. I would say clearly under the original criteria, as is- 
sued, you would be highly remiss, any manager or any board of 
directors, in view of the statements about 20- year contracts, who did 
not apply for power a long time in advance. Of course, if they did 
that, there would be a severe penalty; so they are out on the horns of 
a dilemna and would not know what to do. That is one—— 

Mr. Mitier. Here is the answer to it: 

It is not necessary for preference customers to apply for power beyond their 
3-year requirements. If Federal power is available, it will be reserved for them 
by interim sales under short-term contracts. 

Mr. Wiser. That would be fine if that were the only answer, but 
then in answer to another question he has stated there would be a 
number of 20-year contracts which will tie power up because of some 
other provision in the criteria. 

Mr. Buper. When did he say that ? 

Mr. Wiser. I understood him—— 

Mr. Buper. You said he said a number of contracts. 

Mr. Wise. J understood him to say today a couple times—-— 

Mr. Bupes. Last week 

Mr. Wisr. Last week and at the Senate hearings, and today. 

Mr. Buper. Last week and again today he said there was only one 
he had in mind, which was the one at Casper, Wyo. 

Mr. Wisr. No. 

Mr. Bupeée. And that is the one you agreed to over in the Senate. 
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Mr. Wistr. I submit our recollection is so different as to what his 
testimony was, we could only straighten it out by referring to the 
re ‘ord. I insist, just a few minutes ago he sal id tl iere would be seve ral 
of them. 

Mr. Lovrr. Mr. Chairman ? 

Mr. Harrison. Mr. Lovre. 

Mr. Lover. Mr. Wise. if you were back in REA or if you were one 
of the Under Secretaries over in the Department of Inte rior, could 
you live under this crite ria—I am talking about the criteria = at eame 
out on December 11—and protect the preference customers, which we 
all want to do? 

Mr. Wise. No, sir. If we thought that we would not be here, Con- 
gressman Lovre. I assure you we are anxious to settle this just as fast 
as possible. We certainly do not want to resort to a lawsuit. If we 
thought it eould be clone, we would not be here. 

Mr. Lover. Do I understand you then, that under this revised cri- 
teria no one could administer the marketing of this power and protect 
the preference customer ¢ 

Mr. Wise. That is right, sir. 

Now I do say this: It has been improved considerably. I certainly 
think the rm ratives of the basin, especk illy South 1 akot 1 are ex- 
tremely indebted to you, Congressman Lovre, for what you h: ave done 
for them in the pas t. and the revised criteria of December 11 is a vast 
improvement over what the original was. But it still violates the 
law, still is too indefinite and ambiguous, and you cannot be sure where 
you stand. 

Mr. Lovee. Where is this indefiniteness outside of the provision 
where it says that long-term contracts will be entered into with those 
communities that by long usage have been accustomed to purchase 
power ? 

Mr. Wise. That is No. 1. 

Mr. Lover. Other than that, where is the ambiguity ? , 

Mr. Mitie rR. I would like to ask one other question, if the ge ntleman 
will yield. 

Mr. Lover. Yes. 

Mr. Minter. (reading): 

How ean I know that the Administration won’t define a short term contract 
with a private utility as 15 or 20 years? 

That is a pretty good question, the thing you have been talking about. 

The answer: 

This question is pretty well answered in response to question D. 


And the answer to question D which was: 


Interior representatives state that if there is power excess to the needs of the 
preference customers, it will be sold on short-term contracts to the utilities, 
and yet you disclaim the use of the recapture clause. What assurances are 
there that the contract with the private utility will be equivalent to the recap- 
ture clause—so that preference customers will be assured of power when we 
need it? 






Seid 


Both the use of the withdrawal clause and the use of the short-term interim 
contract to make power available for the future use of preference customers 
when needed is dependent on administrative discretion. There can be equal 
eonfidence in either system. It might further be added that the express purpose 
of the short-term interim contract is to make the power available when needed 
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by the preference customers, That would not be accomplished by an excessively 
long-term contract. 


Now, that is the answer to the question : 


How can I know that the Administration won't define a short-term contract 
With a private utility as 15 or 20 years? 

There isthe answer. Isthere anything wrong with that? 

Mr. Wise. With not defining it as 15 or 20 years; no, sir. But still, 
in answer to Congressman Lovre’s question, there is not assurance, 
and not only no assurance, but in the most bona fide operation under 
it it can result in harm to the cooperatives, and I would like to go 
ahead with that if I may. 

Point (a) under section 7 had to do only with existing contracts, 
after those are taken care of. And that includes extending to 20 years 
the nonw ithdrs awal provisions of the contracts with the nonpreference 
customers serving communities which by long use have become de- 
pendent on such power. They come under (a). So they take prefer- 
ence over everybody else, 

Mr. Lovre. Mr. Wise, you have been in REA many, many years, 
longer than perhaps most of us in Congress here. In your opinior 
how many of those communities have become dependent on publie 
power? You should know; you have been there. 

Mr. Wise. I have no w: ay of knowing. That is a concept. Mr. 
Lyons suggests that all of them in Wyoming have, that the whole 
53,000 has that is involved here. 

Mr. Lovrr. The only one I know is this Mountain States, and I do 
not even know where it is. What other communities? From your 
past experience, Bill, what other communities all over this country 
have become so dependent on public power that under this criteria 
Mr. Aandahl would be compelled to enter long-term contracts ? 

Mr. Wise. You see that is the weakness of the word “dependent.” 
I do not know what it means, you do not know what it means. We 
cannot find out from him except that he mentioned Mountain States 
Power Co. We-say, why not use words that you know what they 
mean ¢ 

Mr. Lovrr. How long has the Bureau been giving power to Moun- 
tain States; how many years? 

Mr. Wise. I do not know. 

Mr. Lovre. Thirty years? 

Mr. Wise. I do not have any idea. 

Mr. Lovrr. Do you not know? 

Mr. Wise. I think Mr. Lyons testified 15 or 20 years. 

Mr. Lyons. Cheyenne Light, Fuel & Power has also been buying 
the same length of time. Rollins Gas & Electric the same length of 
time. 

Mr. Lovrr. How long is that? 

Mr. Lyons. And the Colorado Public Service. Possibly 1936 or 
somewhere in that neighborhood of time. I think a considerable 
amount of that power was probably bought until the last few years 
at dump rates. They had a wonderful thing until the cooperatives 
were built. 

Mr. Wise. Mountain States Power Co. have been buying a lot of 
secondary power ever since Fort Peck commenced to generate. Do 
they become dependent on the Bureau for that secondary power? Do 
they get a preference? 
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I sav honestly, I don't know, and T submit vou eann 
that do not have mear ling, ex epft me aning fon 
tor. This 1s not onty for today but for s year from now. 
Mr. Lover. Would you say a company buying power for 20 
would by usage become dependent ¢ 
Mr. Wise. [would not if they had proper sufficient nm 


] ] 
} uticular administra 
S 






. 


tice te arrange 
financing to build a plant. tinless they serve a thin area the wav the 
coope ratives do, Mavbe Mountain states cannot we 
elaldeal. LTam not familiar with that situation. 
] do not knew what “dependent” means and the farmers do 1 
I submit we spent time trving to get from Mr. nd ahl what it 
meant, and all we could vet is the one ex: up le of Mounta stat 
and Mr. Lyons thinks the neighboring companies 
similar situation to Mountain States, 
Mr. Buper. Will the gentleman from Seuth Daketa vield to me? 
Mr. Lovrr. Yes. 
Mr. Bune. You are acquainted with Mr, Joe Jenness, are you not ? 
Mr. Wiser. Yes, sir. 


Mr. st DGk. A couple of weeks agvo—less than that—a v 


before the Senate committee Mr. Jenness said this, and I 
from p: we bos of the Senate tr anseript : 
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Senator, the Mountain States Power Coe. is headquartered at Casper and it 
has a rather unique relationship with the Bureau and public power. For 2 
or 25 years they have distributed Burean power to its eustomers at Casper and 
other towns there in Wyoming, 













Apparently it was so unique that Mr. Jenness thought that was 
the only situation—the only one you discussed at all in the Senate. 
You did not have others in mind over there. 

Mr. W ISE. Be eause we were asking Secretary Aandah] and the Oniy 
one he would give as an example of what it means—I am sorry. We 
did not have the term *“depe ndent upon service” at that time in the 
eriteria because the revision had not been issued, but he gave a some 
what similar explanation, 

sut we don’t know what “dependent” means and that is why 
would like to have this written. But 1 we asked them and we 
committee why a long-term contract all without the withdrawal 
provision. Why not keep the w tbaee awe a provision in there¢ Then 
the whole problem disappears 

If we can be shown any benefit to anyone except to a company at 
the expe nse of a cooper: ative, we would have no objection to it. 

Mr. Buper. With your permission, Mr. Lovre—Mr. Jenness fur- 
ther testified on page 659 as to this withdrawal clause. He said this: 








we 
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The point I want to make is that the 3-year withdrawal elause as in the 
Mountain States contract is just a little switch or stick that you could spank 
them with if they didn’t behave themselyes, Under the new criteria our little 
switch or stick is going te be gone, 















Is that the way you feel about the withdrawal clause, that it is a 
switch or a stick? 

Mr. Wise. I do not know what he means by that, sir. I feel the 
withdrawal ees is the way to carry out the intent of Congress as 
expressed in the preference law. In the past it has worked very well 
for the cooperatives. We would have no objection to any change 
being made which will work equally well, but we are worried about 
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short-term contracts—in addition to tying up the power is their 
lack of flexibility. 

Mr. Bunce. There is not anyone on this committee or, I am satis- 
fied, in this room who does not want to retain the pre ference clause 
so long as it is written into the law: and Secretar iy Anadahl told you 
time after time in the Senate, and he has repe ated it here, last week 
and again ser that they have no intention of destroying the pref- 
erence clause. I do not see, frankly, what this is about. Each one 
of these things you come to, it seems that the only objection you have 
is that somebody finally put it in writing so you would know about it. 

Mr. Wise. I do not knew how te make myself any clearer than I 
have. I think you have not stated the situation at all like it is. 
We have said over and over again it does violate the law. It is nota 
question of putting it in writing. He has testified he will enter 
into several 20-year contracts we say are forbidden by the law, which 
we have shown in the western area, in fact in Congressman Miller’s 
home district, are going to take power away from his cooperatives te 
give to Mountain States Power Co. 

Mr. Buncer. You have used the word “several” again, and T am 
going to check the transcript and see because I have discussed that 
after the hearing this morning with Secretary Aandahl and he says 
only one. So I do not know where you get that. 

Mr. Wise. We can check the record. 

Mr. Bunce. I think that is the only one vou have heard of, too. 

Mr. Wise. It is the only specific one; that is right. In answer to 
Congressman Lovre’s question, When is the community dependent 
upon Bureau power ?, all we have been able to get out of him is Moun- 
tain States. But he says there will be several others. He was asked 
a little while ago in connection with Wyoming and he said it would 
have to be studied, he did not know about that. 

Mr. Ruopes. Will you yield? 

Mr. Buper. Yes. 

Mr. Rnopes. If you could define the word “dependent” and show 
there are certain unique cases like this Mountain States case, would 
you feel that such cases should have a preference over other nonprefer- 
ence customers ¢ 

Mr. Wisr. Yes, sir. I should think it would be a matter of good 
administration on the part of the Department. 

Mr. Ruopes. Do you feel it should be made a part of the criteria? 

Mr. Wise. That does not concern us. I would not think there was 
statutory authorization to make it as a formal rule, but in day-to-day 
administration I would think 

Mr. Ruopes. We are discussing the law, and presumably we could 
change the law, and I am asking your ideas as to how you think that 
should be handled. 

a Ener. Will the — yield? 

Mr. Ruopes. I would like the question answered first. 

Mr. Wise. It would be my own opinion, for what it is worth, it 
would be a mistake to formalize that rule and put it into law, even 
though in this particular case, as in a number of others, if you do not 
have any other compelling reason you continue to do business with 
people you have been doing business with. 

Mr. Ruopes. Continue with other nonpreference customers? 


Mr. Wise. Yes. 
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Mr. Ruopes., I viel lto the gentleman from California. 

Mr. Ener. Do you not think it a rather unique pr position f 2 
private power company that has fought public power tooth and nail, 
fought REA, fought the REA cooperatives, fought the distribution 
of public power, fought the building of Government transmissio1 
lines everywhere tooth and nail, that has dug clear down in every 
gopher hole fighting it, can come along at the end of a period of time 
and butt out these preference cutsomers, preferred by the law al 
named in the law as preference customers? Can take over the power, 
the same power, the generation and transmission of which it has bee 
fighting over all these years? Is that not kind of an iromie situation ¢ 

Mr. Ruopes. If the gentleman from California is asking me the 
question, I think he misunde rstood my que stion. 

Mr. Eneve. That was a rhetorical question. 

Mr. Ruopes. It is very rhetorical, it is full of generalities. I ad 
mire the gent leman’s rhe torle, 

However, my question was beamed at trying to set up a separate 
class of nonpreference customers. 

Mr. Harrison. J would like to ask the gentleman from California 
a question. Do you have any particular private power company mn 
mind? I would like to clear the record 2 way It seems Mountai 
States is the only one that has been mentioned tn the reeord, and 1 
certainly do not want to leave the impression, unless you aetually mean 
it, thev are guilty of all the crimes you have now gotten in the record. 

Mr. Encie. The Mountain States Power Co. might qualify, but 
rather than put my finger on anybody in particular, I just want the 
general proposition before the committee that those people who tight 
this production of public power should not be the first ones in the 
trough when power is short. 

Mr. Harrison. In other words, you are pulling something out of 
the hat but you are not sure anyone comes under it. 

Mr. Enete. I am pretty sure the shoe would fit if I looked around. 

Mr. Wise. If I may go ahead in answer to the question of Mr. Lovre 
as to where else we have been hurt. 

You named the No. 1 case where existing contracts would be ex 

tended. They will come ahead of anyone in (4) under the revised 
criteria, which provides— 
Remaining available power will be allocated to fulfill the requests of first (i) 
preference type customers and next (ii) nonpreference-type customers for power 
for use in areas covered by and which can be supplied from Bureau of Reclama- 
tion transmission lines, existing or under construction, or by existing wheeling 
arrangements, 

Then the next group after that (c), are those who are not now in a 
position to be served by the Bureau but may be later. 

So under this criteria the nonpreference customers who can be served 
off existing systems will be then given preference, which we say is in 
violation of the law, over the preference customers who might be able 
to be served later on. That is another violation. 

Mr. Lover, I do not see that at all, Bill, because only in those cases 
where the power is excess to the needs of preference customers. 

Mr. Wise. No, sir; not in (4); (>) comes categorically ahead of 
(c) and everybody in (6) gets everything before (c) gets anything. 

Mr. Lovre. Maybe Mr. Aandahl can answer that. 
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Mr. Aanpaut, Will you state your question again? 

Mr. Wise. My point was that all the power under (5), that is, 
customers either preference or nonpreference who can be served off of 
existing facilities of the Bureau will have preference over the cus- 
tomers who might be able to be served in the future off of facilities 
to be constructed in the future whether they are preference or non- 
preference customers, 

Mr. Aanpauw. In response to that question, I should eall attention 
to the fact that the area to be served under (/) is a specific area that 
is set up by metes and bounds, and it could include transmission facili- 
ties in addition to those that presently exist. With those qualifica- 
tions then, your statement is correct. 

Mr. Wise. We submit that is a clear direct violation of the prefer- 
ence law. 

Now in addition to that, if you will read under your revised cri- 
teria of December 11—and I want to repeat, we agree that this is a 
vast improvement over what the situation was before that time, but we 
submit that it continues to violate the law and also to harm our 
cooperatives. 

If you will turn to (6) itsays: 
power available but not needed until a later time by preference enstomers will 
be reserved for them as a class by selling it under short-term interim contracts 
under which it can be recaptured for the preference customers at the termination 
of such contracts. 

If you read the first paragraph of that, it says: 
remaining power will be allocated to fulfil the requests of first-preference-type 
customers and next nonpreference-type customers for power for use in areas 
covered by and which can be supplied from Bureau of Reclamation transmission 
lines, existing or under construction, or by existing wheeling arrangements, 


When they go into explaining that, they say: 


In all negotiations great care should be taken to avoid placing excess power 
under contract to a point where the minimum annual eapacity charge provisions 
become burdensome... Power should not be sold under this eategory until it is 
clearly apparent it is in excess to the needs of the preference customers, If 
there is a question, it should be sold under short-term interim contract, 

Mr. Lovrre. What could be clearer than that? 

Mr. Wise. How could you determine—and, I submit, it is a problem 
you cannot get around by use of langus age of this kind—how ean you 
determine what the needs are now! These cooperatives will tell you, 
one after another, they have no way of telling you what the needs 
are with definiteness or nearly énough definiteness to allow the power 
to be placed which they do not take under 20-year contracts, 

Mr. Ruoprs. Will the gentleman yield 4 

Mr. Lovee. Yes. 

Mr. Ruopes. This morning Mr, Ham stated that these contracts can- 
not be renegotiated; is that correct? Is that your understanding ? 

Mr. Wise. Under the criteria which I read you, and which has not 
been changed by 7, there remain 5 and 6 under the marketing criteria 
part of the paragraph which says: 

No provision will be made in the terms and conditions of sale which will result 


in automatic increases in the initial power commitment without a proper com- 
pensation for the increased power reserved. 
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It says in 6: 

The contract will state that it is the customer’s responsibility to have or 
secure other sources of power to meet his needs in excess of the amounts stipu 
lated in his contract with the Bureau, 

Mr. Ruopes, I am thinking more of the penalty provision rather 
than the lack of power. In other words, contracting for too much 
power. Sup pose you contract for too much power, T think it has 
been stated here there still is not any surplus of power im the whole 
aren. 

Mr. WiIsr. As of now. 

Mr. Ruopes. As of now. At the present time is there any provision 
set up whereby a customer who contracts for too much power can 
either sell it to another customer at the bus bar er renegotiate his 
contract ?¢ 

Mr. Wiser. I would net think so. You would have to ask the Bureau 
that. I do not believe there would be a possibility of selling te some- 
one else. I assume the contract could be renegotiated, but there is 
nothing in the contract to give them that right. 

Mr. Ruopes. As of now, under the eriteria ? 

Mr. Wise. That is right. 

Mr. Ruopes. There is nothing along those lines? 

Mr. Wisr. No. 

Mr. D’Ewarr. Will the gentleman yield? 

Mr. Wiser. Yes. 

Mr. D’Ewarr. I have a letter from Secretary Aandahl to the effect 
that if the cooperative overbids the Department would be very glad 
to renegotiate at the end of the year because there would be other co- 
operatives anxious and willing to take that surplus power. 

Mr. Buper. Mr. Aandahl so testified in the Senate when you were 
over there to hear him. 

Mr. Rnroprs. I would think that would take a lot of the onus — 
from this uncertainty you seem to be worried about. In other words, 1 
would probably be the safe thing for the preference customer to ce 
to ask for as much power as they could possibly need. 

Mr. Wiser. Congressman Budge has the Senate record, which I do 
not carry around in my mind and which I may not quote exactly, but 
I believe these are pretty nearly accurate quotes of the testimony in 
there, and it shows there has been no problem under the contracts in 
the past. 

The record shows that with one or two exceptions all preference 
customers who have contracted for power are now using more than 
they contracted for, and they did not overestimate; they underesti- 
mated. 

We submit there is nothing to be cured here. If there was a prob- 
lem, we agree with the implications i in your question this morning. 
One preference customer should not be allowed to tie up a lot of power 
without paying a penalty, that someone else could not get, preference 
or nonpreference. But that has not been the history of this situation, 
and the record is crystal clear on that. We ask why this penalty is 
put in? It will be a clear hardship on cooperatives, and I think Mr. 
Ham established that rather clearly. 

Mr. Ruopes. Not to me. I cannot see it is a hardship. In other 
words, you just said there never has been a case where the cooperative 
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contracted for more power than it could use. So you are talking about 
a hypothetical situation in the first place. 

In the sec ond p lace, if it did, would it not be able to either sell that 
power to another pre ference customer or renegotiate the contract ! 

Mr. Wisr. But I think Mr. Aandahl has also testified he woul In’t 
enter into contracts permitting contracts for more than 2 or 3 years’ 
load growth. What we are faced with then is this: In the past it has 
been the practice of the cooperatives to estimate 5 or 6 or 7 years in 
advance, and the amount of that estimate the Bureau agreed should 
be the amount of demand placed in the contract. 

Mr. Ruopes. I can see the possibilities that the Government might 
not renegoti: ate a contract in the event it would mean there would be 
surplus power in the hands of the Government; but in this situation 
where there is no surplus power I do not see there is any great chance 
for the cooperatives to be hurt by this type of setup. 

Mr. Wise. If there is going to be a shortage of power, which has 
been indicated, how can ‘they help but be hurt if they try to figure 
that close and guess wrong! They are not going to get additional 
power. 

Mr. Ruopes. My point is why should they try to guess that close. 

Mr. Wise. You mean they should ask for a lot more than the vy want ¢ 
That is what I advised. Not that, but to give 10-year requirements 
to the Bureau. 

Mr. Ruopes. I would think in your situation that is the only advice 
you could give. I am not sure it is good business from the Govern- 
ment’s sti andpoi nt. 

Mr. Wise. I would agree if we had not had this history. This Is 
not a de novo operation, they have been doing this for some time, and 
they have not had the problem. Ifthe time comes when the preference 
customers get overgreedy and try to tie up the power, that would be 
the time we would say to work something out. But we ‘submit it is not 
good business to harass them now with something in the nature of this 
which there is no need shown for. 

That same thing is true of the short-term contract. If we could be 
shown anyone was harmed by the withdrawal provision because the 
short term contract takes the flexibility away from the withdrawal—— 

Mr. D’Ewarr. I would like to raise a point there on taking away 
the flexibility. A short-term contract according to testimony may be 
3 years. The——- 

Mr. Wise. Pardon me, sir. Could we put that in the record now? 

Mr. D’Ewarr. That is a possible short term contract can be 3 years 
if REA wants it. We can put that in the record, yes; that has been 
testified to. 

Now then, such being the case, and since recapture clause takes 30 
months, how badly are you hurt between the two? 

Mr. Wise. On the 3 years, except for flexibility we would not be hurt. 
If no contract is going to be longer than 3 years in any situation, the 
cooperatives would be so very much better off than under the revised 
criteria. They would not be as well off as under the withdrawal 
provision and neither would the utility companies, for this reason: 
If the contract is for 3 years and terminates at the end of 3 years, 
at the time you enter into it you may or may not know whether you 
want to extend it beyond that, and that is final. We submit that in 
the utility business you cannot turn off the switch. Once you are serv- 
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ing someone, you have to serve them until the people they are serving 
are taken care of. 

Mr. D’Ewart. I disagree. You only have to serve them until the 
end of the contract. 

_ Mr. Wiser. You see it does not work that way in the utility business, 


Me. D’Ewarr. If you do not serve them during the term of the 
contract you are subject to liability, but at the end of the contract you 
are under no li: ability if you don ot continue to serve. 

Mr. Wise. I submit the gentlemen of the Congress would be the 
busiest they have ever been if we turned off the power serving a lot 
of people out there. 

Mr. D’Ewarr. What would be the liability to the Bureau of Recla- 
mation if they had a contract with you to serve you for 3 years and 
if at the end of 3 years they disc ontinued service? What would be 
your recourse and what damages could you collect ? 

“ Mr. Wiser. It is not a question only of damages, it is a question of 
public relations. 

Mr. D’Ewarrt. I see you are evading the question. 

Mr. Wisr. No,sir. I donot know what—I would think offhand—— 

Mr. D’Ewart. Is it not true there would not be any? 

Mr. Wise. If you were a farmer out there and had a brooderhouse 
going and a lot of other things going that were going to cost thousands 
of dollars, and someone came along and did not make sure you had 
received notice, there might be some liability there, but that 
question for all the lawyers on the committee to decide. 

Mr. D’Ewart. Would you sue the Government under the circum- 
stances I have illustrated ¢ 

Mr. Wist. I would not be sure you could not. Iam not saying you 
could. I would take a crack at it, I am sure, if I represented—— 

Mr. Bupcr. The ad from California, Mr. Engle, commented 
before this committee in the last Congress to an attorney who made an 
identical statement to yours, that if he had figured out a way to sue 
the Federal Government without its consent, he had learned some- 
thing in law school that the gentleman from California had not learned. 
I think it still holds, 

Mr. Wiser. Are you saying there is no consent to sue an officer who 
commits a tort in an official capacity ¢ 

Mr. Buner. It is not a tort 

Mr. Wise. Suing for damages done to the chickens and eggs and 
other things. 

Mr. Rocers. Mr. Wise 

Mr. Harrison. I think Mr. Lovre has the floor, 

Mr. Wise. I submit that in all seriousness, sir. 

Mr. Lovre. One comment and I will be happy to yield. 

To me—and I have read this criteria over time and time ag gain—in 
my opinion the end result is absolutely the same under the new criteria, 
the revised criteria, as under the old. It looks to me as though we 
have got into a question of pride of ownership, and that is about all 
that it amounts to. 

As far as the preference customers are concerned, I know many of 
my colleagues and I are for the protection of those preference cus- 
tomers 100 percent. And now the thing we are a about is 
the method of achieving that objective. It seems to me it is a pride 
of ownership and a waste of time. 


is ib 
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Mr. Wise. I wish I could agree with you, sir. If it is, we are com- 
mitting a fraud on the committee to be here. 

Mr. Harrison. Mr. Rogers. 

Mr. Rocrers. There are two questions I want to ask, one in keeping 
with that. 

I assume that you have done a lot better legal research on the ques- 
tion insofar as the authority ef the Interior Department is concerned 
to create new preference customers, which in my opinion they are 
doing by the eriteria; that 1s, their authority, how ‘far it goes to create 
these new preference customers where you have a statutory expression 
as to what are preference customers, Do you not think that what we 
are going to have to boil this down to 1s whether or not we are for the 
continuation of preference customers and nonpreference customers 
in the categories that they were put in, or whether we are going to try 
to destroy the preference customers¢ Beeause if you bring in the 
“0-year contract, whether it is one or 10 or a hundred years, you are 
getting the precedent that you could wipe out the entire preference 
held by making new preference customers. 

Now as I understand you, it would satisfy your group if withdrawal 
clauses were placed in the contracts just as they are right now. In 
other words, if the criteria merely said that withdrawal clauses would 
be placed in, then it woul | satisfy you? 

Mr. Wise. Yes, sir. 

Mr. Ener. Will the gentleman yield ? 

Mr. Rogers. Yes, 

Mr. Enaie. A simple amendment to the 1939 act requiring with- 
drawal clauses in all contracts would cure that, would it not ¢ 

Mr. Roerrs. That is exactly what I am getting at, unless some bene- 
fit can be shown by the short interim contracts and 1-year contracts 
without withdrawal clauses. Do you know what benefit would be? 

Mr. Wise. No, sir; and we really tried to find out in the Senate 
and we could get no answer which contained any reason. 

Mr. Roarers. Is there anyone in the room that can give me that in- 
formation, Mr. Chairman? I mean, what is the benefit of moving 
into the interim contract field if a withdrawal clause will do the same 
job? And I cannot see why it will not do the same job, 

Mr. Buner. I think what the gentleman from Texas, if I might 
volunteer, is concerned about is the 20- -year contract for these people in 
the unique situation. So far as I know there is only the one in Wyom- 
ing. I know that Mr. Wise was satisfied with that P ticular contract. 
It has some years yet torun. And I believe Mr, Aandahl will prob- 
ably tell us he has no intention of signing any 20-year contracts. I 
assume he included that in his criteria, foreseeing something that 
might happen in the future. 

Mr. Rocers. I understand that. But what is wrong with that con- 
tract just like it is with the withdrawal clause im it, and when it 
terminates, if there is excess power, make another contract for what- 
ever term of years they want, with the withdrawal clause in there? 
Who is objecting to that? Why is it better to have a 20-year firm con- 
tract unless you are intending to create new preference customers that 
Congress did not intend to create? 

What we are doing is simply this: This criteria is very obviously 
for the purpose of creating a preference customer that was not in- 
tended by the Congress when they wrote the law, and, frankly, I do 
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not think that vou can do it legally. I do not think yeu ean violate 
the statute in thi: at manner. I think we are getting inte a situation 
where we are hable te run inte a lawsuit about the authority of creat- 
ing a new class B group. 

Mr. Enoere. Will the gentleman vield ¢ 

Mr. Rogers. Yes. 

Mr. ENGLE. One other thing. This business of a vo vear contract 
with reference to the Mountain States Power Co, is a renewal of ex 
isting contract, That is specifically set forth, as IT understood the 
(rovernor, in one section of the eriteria. The second subdivision in 
the same section deals with long-term contracts for power from new 
sources, And I specifically asked the Governor- and ] would like to 
ask him toe correct me if Lami in error m my understanding—whether 
or not they reserve the right to grant these 20-vear contracts without 
the w ithdraw al clause to private out hits, nonpreference eustomers con 
tracting for power from new sources, and he said “Yes.” Lf Tam in 
error, Governor, } wish you would correct me. but T understeod it 
was a doublebarreled proposition: as to those who have contracts now 
where the areas have become—to use the language of the eriteria— 
“dependent” upon that source of power, then they shall ge automati 
Ci ally intoa pre ference classification en tithing them automatic ally toa 
rene wal, 

sec ondly, as to new sources of power coming inte be ing new or in 
the future, 20-year contracts can be made without the withdrawal 
clause under what they eall special circumstances, 

So Tsay the combination of those twe operate to create and te per- 
petuate and to expand a new preference class not contemplated in 
the statute of 1939. 

Mr. Roarrs. There is one thing that I want to point out, too, about 
the testimeny and discussion that has been had about long-term con- 
tracts, some of them without withdrawal clauses in them. Whether 
it would go so far as to take in the Bonneville Act I do not know, but 
it seems to me if you follow out the intent of the Congress in creating 
this preference customer situation, that regardless ef who entered into 
those contracts, or the term of them, if you ran into a situation where 
the preference customer pointed out by the Congress in the law did 
not get the power, you could go inte court and cancel the contracts, 
because I think they would be without authority to infringe upon the 
rights of the preference customers. 

I think we have got to boil ourselves down to simply this: We have 
to decide whether or not it 1s going te be the policy te continue the 
preference customers or whether we are just volng to open the field 
und let the highest bidder come in and get the power. 

Mr. Buner. I share the apprehension of the gentleman from Texas 
to some extent about how this could be built wp to creating a new pref 
erence class, but I do not know how we could have any more direct 
statement than Secretary Aandahl has given that that is not the 
intention, and the criteria says that will only be done when there is 
no preference customer who ‘could foreseeab ly use the power. 

Mr. Rocers. I understand, but the criteria does not s ay that. 

Mr. Bupor. Yes, it does. 

Mr. Rocers. The situation is simply this: We are not dealing with 
personalities. I have all the confidence in the world in Mr. Aandahl, 
but we are not dealing with personalities, He may be elected Presi- 
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dent tomorrow or some other job, I do not know. But somebody else 
might come in there who has a little different idea about the construec- 
tion of this situation than Mr, Aandahl does. We are dealing with 
something that actually we are trying to pinpoint, and I do not think, 
unless we want to enlarge the preference group or do away with them 
altogether, we ought to do this in a roundabout way. We ought to 
create the situation to where these people will know they are going 
to get the power or else say they are not going to get it, and just for- 
get it. 

Mr. Wise. Mr, Chairman, we would like to point out that the quali- 
fying language which is in (a) about a company’s serving a commu- 
nity which had become dependent upon the Bures au for power does not 
appear in (6) and (¢). So im (bd) and (e) it is unqualified to that 
extent and both violate the preference law for the reasons we pointed 
out. 

There are 2 or 3 other items. One isthe treatment given the G. & T. 
cooperatives. That was an improvement in this criteria which was not 
in any previous one. However, that was again worked out without 
consulting the cooperatives and the arithmetic of it will result in a 
liability to the cooperatives rather than being a benefit for them, but 
Secretary Aand: thl has testified they are willing to work that out. 
That is the kind of thing that ean be worked out. We do not believe 
there is any way of working out ambiguous words such as “power 
needed by” and “de pendent upon” and things like that except by elimi- 
nating those words to put in language meaning one thing only and one 
thing which everyone will understand. 

We have found no solution to the problem except to continue the 
withdrawal provision, or if you want to have short-term contracts, 
which we think are not as good because they are not as flexible, 
if you said absolutely nothing would be sold for more than 3 years 
that would be livable with the cooperatives and they certainly could 
do it. But when you have the ifs, ands, and buts, and we argued 
whether he said several, and 5 years from now when you have a new 
Secretary he will interpret it some other way. 

We see no reason for 20-year contracts. 

Mr. Mruier. Are you contending the preference customers now 
must make ap plication for 20 ye ears! 

Mr. Wisr. No, sir; I am talking about nonpreference customers. 

Mr. Mitier. What is your understanding of how long a contract 
application the nonpreference customer must make? 

Mr. Wise. I gather from the Secretary’s testimony they will only 
enter into contracts with preference customers for load growth of 2 
or 3 years. 

Mr. Mittrr. How long do you think it should be? 

Mr. Wisr. About 6 or 7, the same generally, a year or two longer 

shorter than the present arrangement. It has worked so well 
atid has made this program possible, why change it to try something 
new which may or may not work. 

What we would like to request of the Department is that we could 
sit down and work this out as a criteria which would make it possible 
to eliminate all these doubts which are in our minds and which do 
require so much explanation, and we would like to be given one reason 
for changing the situation over to the long-term 20- year contract. 
We have not heard one which we think is any justification. 
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We do submit our cooperatives are going to be hurt and can be hurt 
badly, espec lally mn 1961 when a large new block of power comes in. 
And then if they ean only apply for 2 or 3 years and cannot estab- 
lish what their needs will be be yond th iat. obv iously under this 
language and under a new Secretary at that time pointing to this 
language, the power certainly can be gobbled up by the companies. 

I would like to reiterate, and I am sure you will get from witnesses 
as they come on, we are not arguing about pride of authorship. We 
are even willing to go along with short-term contracts even though 
we do not think they are nearly so satisfactory, provided definitely 
they are only 3 years and there will not be any contracts longer than 
that. The cooperatives will be happy even though we think it is a 
les easily workable situation and we will go along with that and be 
very happy. But do not overlook the other points which we have 
pointed out to you, not in section 7 but which are in the eriteria and 
which will cost us money. 

Thank you very much. I am sorry to have taken so much of your 
time. 

Mr. Harrison. Dr. Miller has a request. 

Mr. Mitier. I now have the answers from Mr. Ancher Nelsen, 
Administrator of the Rural Electrification Administration, to ques- 
tions, some 17 or 18, which had been sent to me, some by the REA’s 
and some by the members of this committee, and I would like to make 
them part of the record at this point. 

Mr. Harrison, Hearing no objection, it is so ordered. 

(The document referred to follows:) 

DEPARTMENT OF AGRICULTURE, 
Rural ELECTRIFICATION ADMINISTRATION, 
Washington 25, D. C., January 4, 1954. 
Hon. A. L. MInver, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Office of the Chairman, 

DEAR Mr. MILter: In your letter December 30 you raised a number of questions 
with respect to the electric loans program administered by the Rural Electri- 
fication Administration, These questions and answers to them are set forth 
below : 

1. How much money Is available for loans fn the electric program this year?— 
Funds available for loans in the electrification program for fiscal year 1954: 
Carryover fram fisenl year 3068 nec ee SONS ane 
Regular loan authorization, 1954...._.__................_.___.__.__ 185. 000, 000 
Contingency loan authorization, 1954_.._____...___._.._.._.._... 45, 000, 000 
Rescissions of prior loans through December 31, 1958__.... 2 22 - 10, 462, 495 


-_—--— — -—— 


Total available for loans, fiscal year 1954 = _.— 220, 381, 698 


. How does the number of loans and their dollar amount since July 1, 1953, 
comp: ire with the same periods for 1950, 1951, and 1952?—The number of electric 
loans and their dollar amount for the 6 months, July through December, for each 
of the years is as follows: 


Electric loans 
Period \— 
| Number | Amount 


ee + ne ee ee ee 


July 1 through Dee. 29, 1950 oe Rah | 17 | $106, 198, 000 
July 1 through Dee. 29, 1951 
July 1 through Dec. ar 1952 
July 1 through Dee. 31, 1953 


57, 569, 800 
7%, 912, 000 
58, 589, 600 


41137549 
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3. What are unadvaneed funds? How much money is currently unadvanced *- 
Unadvanced funds are funds which have been loaned but which have not been 
drawn by the borrower. As of December 25, 1953, the unadvanced funds avail] 
able to electric borrowers to meet capital requirements for which leans had 
been approved, totaled $417,856,956. 

4. How do advances for this year compare with previous years?—It appears 
that advances of loan funds in fiscal year 1954 may be slightly below those for 
fiscal year.1958. The amounts advanced by fiscal years beginning with 1950 
are as follows: 

Amount advanced Amount advanced 
Fiscal years electric borrowers | Fiscal year—Con. electric borrower 
--------- $286, 658, 652 1953 anou--- $207, 633, 936 
ne ST 1954 to Dee. 25 96, 188, 485 
Niel atennlesce, eae ee 


The decline in advances since 1950 reflects the declining construction program 
of electric borrowers as they near completion of the distribution plant required 
for initial connection of all consumers in their service areas. 

5. What has been the trend in the electric Joans program sinee the war* 
When did it reach its peak?—The electric loans program reached its peak in 
fiscal vear 1949, when $449,317,700 was loaned. Since 1949, the lean prograr 
has declined steadily. The amounts loaned in each fiscal year beginning with 
1947 is as follows: 

; Amount loaned Y Amount loaned 

Fiscal years: electric borrowers Fiseal year— Con, electric horrowes 
LE a ae % $221, 815, OMe 
i) een Qt 165, 758, 731 
TIE icaacnnecitaica ‘Te; ee Dy 164, 972, 662 
1950... -n0--concs. O16, 100/000 | 


6. What action have you taken to speed up the handling of loan applications? 
Continuous reviews are made of REA loans procedures to identify the opportuni 
ties for improvement and simplification. During 1953, an agencywide committee 
devoted several months to a comprehensive examination and review of REA 
loan policies and procedures. As 2 result of this work, a number of changes 
have been made in loan procedure, and additional changes are being introduced 
as rapidly as the required studies and detailed operating procedures can be 
developed. Within the next 30 days, we expect to take a major step toward 
simplification of loan processing. The change will permit the making of supple 
mental loans on a simplified basis to REA borrowers whose operating perform 
ance has established them as sound business enterprises. For such borrowers, 
it is planned to eliminate the detailed study and projection of future operations, 
which REA has im the past prepared for all borrowers to establish feasibility in 
connection with each new loan. It is estimated that 25 to 30 percent of the loan 
applications can be processed in this manner, with a saving of approximately 
50 percent in the man-hours required for the processing of each of those 
applications. 

In addition to procedural improvements, REA fs undertaking to train in loans 
work some members of its staff ‘whose normal duties are other than loans 
processing. The objective of this is to provide the flexibility in personnel utili 
zation which will enable us to handle loan applications with a minimum of delay 

7. Is it taking more personnel to accomplish processing of electric loan appli 
cations now than in former years, or less?—The relationship between the average 
number of employees working directly on loan applications and the size of the 
loan program has: remained approximately the same during the past severa 
years. There has, however, been a considerable reduction in supervisory ! 
administrative overhead allocable to this function through reorganization 
consolidation of functions for more effective utilization of personnel. 

8. What studies do you make in processing loan applications? Why? —A feasi 
bility study is made for each loan in order to establish that the loan, together 
with all previous loans to the borrower, will be repaid with interest within a 
35-year period. That study must provide the basis for the Administrator’s cer- 
tification, required by the Rural Electrification Act, that in his judgment the loar 
will be repaid with interest within the amortization period. The feasibility stud) 
consists primarily of a projection of anticipated revenues and expenses over the 
life of the loan for the purposes of determining the adequacy of margins to meet 
interest and principal payments. . To complete such a study, supplemental studies 
are required to determine numbers of consumers by type, and their prospective 





dad? 

been 

Vail 
had 


ears 
e for 
1940 


anced! 
peer 
. AH 


3, 433 


Pram 


aired 


war’? 
uk in 
grat 


With 


aned 

‘weer 

, OW 
eo 


S, éol 


2, 662 


49 


ns ! 
rtuni 

hitter 
REA 
Anges 
luced 
in be 
ward 
ipple 

form 

wers, 
tions, 
ity in 
» loan 
lately 
those 


loans 
loans 

utili 
delay 
appli 


evera 
and 
and 


feasi 
gether 
thin a 
"Ss cer- 
ie loat 
study 
rer the 
0 meet 
studies 
pective 


POWER POLICY 127 


use of electricity, the rates to be charged, the cost and sources of wholesale power, 
the facilities required to serve these consumers and the cost of the fac lities, 
operative expenses of all types and the debt service requirements. In addition 
to these supporting exhibits, the operating performance and characteristics of 
the existing system are analyzed as elements of the data which must be avail- 
able for final evaluation and decision on the loan. 

9. What are loan rescissions and why are they made? How do rescissions 
currently being made compare with those for previous years?—A loan rescission 
is a withdrawal by REA of a loan which has been previously approved, Loan 
rescissions are made when the lean is ne longer required because the purpose 
for which the loan was made no longer exists or because the loan agreements are 
no longer possible of fulfillment. Normally, a rescission is made with the con- 
currence of the borrower. 

Rescissions of electric loans by fiscal years are as follows: 

Amount of} Amaun? of 
Fiscal year: rescissiona | Fiscal year—Continued reaciasions 
$458, 1038 | a a S332, 920 


1, 047, 544 } 1953 ~ew 27, 593, 501 


-- ae 


ene ae aie 81,700} 1954 to Dec. 25.__----. 10, 462, 495 


10. What are the purposes for which loans have been made? Is there any 
significant change in the proportion being loaned currently for these various 
purposes ?—The percent of loan funds which were loaned for distribution, gen- 
eration, and transmission, and for consumer facilities for fiscal years 1949 to 
1954 are as follows: 


Pereent of Joans during fiscal year for 


\ Generat 
! Distribution | and tr 
1949 
1950 
195! 
1952 
1953 
1954 to Dee. 11 e 


Loans for generation and transmission facilities for the full 1954 fiscal year will 
probably be a higher percentage of the total loans than the figures for the year to 
December 11 indicate. Several generation and transmission applications are 
being processed at present, and will be considered by the Administrator during 
the next 6 months. 

11. What action has been taken to increase the interest rate on REA loans?— 
REA does not favor an increase in the 2-percent rate of interest on REA loans. 
Qur reasons for this view, which were made public in October 1953, are as follows: 

Approximately 91 percent of the Nation’s farms are electrified. The re- 
maining 9 percent, for the most part, are unusually difficult to reach from the 
standpoint of loan feasibility. Any increase in the interest rate would make 
the task even more difficult. 

The rural telephone program {s in its early stages. Rural telephony in- 
volves, in general, extremely narrow margins of loan feasibility. It is doubt- 
ful that the rural telephone job which Congress and the people expect could 
be done if the interest rate were raised. 

Over the 18-year life of the program the interest eollected from REA 
borrowers has been sufficient to cover the interest paid by the Treasury on 
long-term borrowings, and there has thus been no loss to the Government. 

2. What is the relationship of interest paid by REA borrowers and the average 
rate paid by the Treasury on long-term marketable securities ?—Outstanding 
loans from the Secretary of the Treasury to the Administrator of REA bear in- 
terest during each fiscal year at a rate equal to the average rate at the beginning 
of each fiscal year on the outstanding interest-bearing marketable public-debt 
obligations of the United States, but the interest rate on such balances shall not 
be in excess of 2 percent and where the average rate on such public-debt obliga- 
tion is not a multiple of one-eighth of 1 percent, the rate of interest on the balances 
shall be the multiple of one-eighth of 1 percent next lower than the average rate. 
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The interest rate paid by borrowers on funds advanced to them by REA is fixed 
at 2 percent by the Rural Electrification Act. The following table indicates the 
average rate at the ‘beginning of each fiscal year on the outstanding interest- 
bearing marketable public-debt obligation of the United States, the interest rate 
paid by REA to the Treasury for that year, and the interest rate paid by REA 
borrowers: 


| Average rate 

on markete 
4 able public. 
| debt obligae 
{ tion + 


Interest rate | Interest rate 
on Treasury | on loans to 
joans ta | REA bor. 
REA rowers 


| 
| 


1947 : 773 
1948 : : 4 . 871 
1949 5 : ee me 942 
1950 : : ‘ 2.001 
1951 ‘ mane pci n 958 
1952 3 : > i 981 
1953 ee ; 051 
1954 z ; ; ; 2. 207 
July 31, 1953 a caine 2.214 
Aug. 31, 1943 z wa 2. 221 | 
Sept. 30, 1953 26 Sa = 2. 242 | 
Oct. 30, 1953 ae ache ; eer 206 | 
Nov. 30, 1953__. : ee aE 2. 188 } 


ae 
> 
s 


7 
7 
875 


0 
875 
875 
eI 
0 

0 

ao 

0 

a 


0 


BS 09 Ol HS BD BO BG et me BS ee ee 


Roto to be tote toto no toto torts 


a ———_____.—___ 


1 Average rate at beginning of fiscal year, 


13. How many applications for loans are now pending?—As of December 25, 
REA had electric loan applications on hand totaling $170,911,287. In addition, 
borrowers were preparing loan applications which total $59,933,175. 

14. What criteria do you use to determine if a loan is feasible?—The studies 
made in establishing feasibility were indicated in the answer to question 8. 
Before a loan is approved, it must be determined that revenues of the borrower | 
to be realized from the existing plant and that to be financed by the proposed 
loan will be adequate to meet all operating expenses and repay the indebtedness 
to the United States, with interest. In addition, it must be shown that the 
electric plant will be adequate to carry the energy load upon which the revenue 
estimates are based. 

15. Are you requiring that REA cooperatives adjust their rates in order to 
make the loan feasible?—When the feasibility study for a pending loan shows 
insufficient margin of revenue over expenditures to meet REA standard require 
ments, a retail rate increase is recommended to the borrower as a necessary 
condition to obtaining a new loan. This is done as a last resort after exploring 
other alternatives. Two other possible solutions are— 

(a) Revise the feasibility study to obtain the best possible combination 
of kilowatt-hour usage and system investment in order to make maximum 
use of system capacity with a minimum of new investments for system 
improvements. 

(b) Modification of the pending loan application to construct the most 
remunerative lines and eliminate less remunerative lines. 

There will, of course, be other solutions for some borrowers. 

16. Do you have any control over the cooperative building of large housing 
facilities for conducting their business?—Loan requests for funds to finance office 
and other headquarters facilities are carefully reviewed to determine conformity 
with the borrowers’ needs in successfully operating their facilities. To this 
extent, REA is able to control investment in these facilities. However, where 
Government loan funds are not involved, it must be recognized that an REA 
borrower is not a Government enterprise, but is an independent locally owned 
and controlled business. Unless the borrower is delinquent, the control which 
can be exercised by REA over the borrowers’ operating funds is limited. REA 
does work with the borrowers to help them establish sound operating practices. 

17. Do you encourage the cooperatives to enter the retail business of selling 
electrical equipment?—The policy of the REA is stated in a bulletin distributed 
to all borrowers and it recommends that borrowers not engage in merchandising 
activities. The bulletin stresses the risks involved in merchandising; the pos- 
sibility of violation of State laws; the nonprofit status of borrowers and possible 
adverse effects on their status, and the impairment of public relations and good 
will of independent dealers. The bulletin emphasizes.that borrowers persuade 





fixed 
Ss the 
erest- 
rate 
REA 


st rate 

ins to 
bor- 

ers 


Roto tote tote toto no toto tots 


r 25, 


ition, 


udies 
on &, 


‘ower | 


posed 
dness 
t the 
yenue 


er to 
hows 
juire 
ssary 
oring 


ation 
imum 
ysten: 


most 


using 
office 
rmity 
» this 
where 
REA 
whed 
which 
REA 
tices. 
elling 
buted 
lising 
P POos- 
ssible 
| good 
suade 


POWER POLICY 129 


local independent dealers in the community to maintain adequate distribution of 
such appliances and equipment at reasonable prices and with dependable service. 

18. Who determines the rates to be charged ?—Retail rates of REA borrowers 
are determined by the berrowers’ board of directors with the advice and assist- 
ance of REA. 

REA exercises contro! over retail rates to the following extent: 

(a) The REA mortgage provides that borrowers must charge adequate 
rates for service, 

(bv) Before REA authorizes the first section of line to be energized for a 
new borrower, the board must adopt rates which are acceptable to REA. 

(c) The standard bylaws for REA financed cooperatives provide that 90 
days’ notice must be given by the cooperative to REA before making a rate 
change effective. This gives REA time to advise the cooperative against un- 
Wise rate changes. 

(¢) REA reviews the financial condition of borrowers periodically, and 
reviews retail rates from time to time, REA then recommends rate revi- 
sions where needed. Rate increases are recommended only as a last resort 
after exploring all means of reducing expenses and increasing revenue by in- 
creased use of service. Rate reductions are reconimended whenever possible 
after making provision for reserves sufficient to comply with good business 
prac tice. 

19. What is your attitude on increased interest rates?—REA does not favor an 
increase in the 2-percent interest rate on loans, for the reasons indicated in the 
answer to question 11, 

20. How many REA districts are delinquent in their payments?—As of Decem- 
ber 351, 19538, 21 electric borrowers were delinquent in their De iyments of principal 
and inte rest. ‘The total amount of the delinquency was $378,793.42. 

21. Do you have any supervision over the amount of money collected by REA 
cooperatives which they use to pay lobbyists, State organizations, or expenses in 
connection with REA business?—As was previously indicated, REA borrowers 
are independent locally owned and centrolled enterprises, and REA is not in a 
position te exercise direct contrel over the uses of borrower's system revenues if 
the borrower is meeting its debt repayments, In working with our borrowers, we 
do, however, encourage prudent disposition of all operating funds. Where sur- 
pluses exist, we recommend they be used first to establish adequate reserves for 
future replacements, and that any remainder be applied as advance loan pays 
Inents, or to other appropriate corporate purposes, 

We will be glad to supply any additional information or data which you may 
desire 

Sincerely yours, 

Anecrer NELSEN, 
Administrator. 

Mr. Rocers. I would like to ask one question of Mr. Wise. 

Do you know, Mr. Wise, or have any information concerning the 
firm that sent in the letter that the chairman, Mr, Miller, has put into 
the record—the size of the firm? 

Mr. Wise. Yes, sir. 

Mr. Rocers. I think it ought to go in the record. 

Mr. Wise. I think it might be better coming from some of the wit- 
nesses who are neighbors of Mr. Freedman, That ts a very successful 
generation and transmission cooperative. Mr, Freedman is a very 
able business manager of that organization. 

. © . . . 

Two or 3 years ago he entered into a contract with the Northern 
States Power Co. for exchange of power, and it is my information 
that since that time—certainly I have read his publication, I have 
noticed myself—he has gradu: ally shifted his position and is now in 
disagreement—— 

Mr. Harrison. Mr. Wise, may I ask you to answer the question? 
Mr. Rogers asked a specific question and we are getting too far afield. 
It was nota question of c hs anging position ; the question was how iF iT ge 
a company Ww _ represented by the writer of that letter. 

Mr. Wise. Iam sorry. I thought he asked me did I know about it 
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Mr. Rocers, That is what I asked and I am interested in what you 
know about it. I think the record ought to show it. 

Mr. Wisr. It-is a generation cooperative with 8 or 10—11 distribu- 
tion cooperatives are members of it, I am advised. 

(Mr. Wise then submitted for the record the following Analysis of 
the Revised Marketing Criteria.) 


ANALYSIS OF THE REVISED MARKETING CRITERIA 


(By William C. Wise and Lawrence Potamkin, Attorneys for Rural Electric 
Cooperatives and Power Districts of the 10-State Bureau of Reclamation 
Power Marketing Area of the Misseuri Valley, December 22, 1953) 


Note.—In issuing its revised paragraph 7 of the Marketing Criteria, Interior 
has again done the very thing that the cooperatives have been objecting to so 
strenuously. Instead of submitting the ehanges to the cosoperatives and to 
interested Members of Congress as a proposal and permitting them to make their 
comments and suggestions, the new provision was issued as official without any 
opportunity for such study and comment. This is not the way to proceed in a 
matter of such vital importance, The cooperatives have expressed their deep 
concern. Many Members of Congress have done likewise. It is hoped that any 
future changes will first be submitted as proposals, with an opportunity being 
given to the cooperatives and Congress for study and comment. 


ANALYSIS 


The revision of the Marketing Criteria is expressly limited to paragraph 7%, 
The effect of the new paragraph 7 will be discussed first in this memorandum 
after which we shall discuss the remaining parts of the Criteria and our objec- 
tions to them. 

A. The new paragraph 2%. 

The new paragraph 7 of the Criteria still provides for equal treatment of 
preference customers and certain nonpreference customers. It states that the 
existing contracts of all preference customers and of “‘those nonpreference cus- 
tomers that serve eommunities which, by long use, have become dependent on 
such power” will be extended “to the extent requested by the customer” to a 
maximum term of 20 years. It still provides for the elimination of the with- 
drawal clause. 

Under this amended provision, it fs still the expressed policy of the Department 
of the Interior to remove from the reach of preference customers for a period 
up to 20 years the use of certain unspecified amounts of Federal power, and to 
the extent that it does this, it would still seem to be in violation of the preference 
provisions of the applicable statutes. There is nothing in the law which states 
that preference customers should be denied their preference with respect to any 
of the power and energy available for sale. There is no limitation of the right 
of the preference customer based upon historie use of Bureau power by a non- 
preference customer. Therefore, while the Interior Department may attempt to 
argue on the basis of its conception of fairness and what it thinks ought to be 
done, there is no legal basis for such behavior. 

In addition, by failing to state what particular companfes and what amounts 
of power are involved in this exceptional treatment of certain nonpreference 
customers, the matter is left entirely to the discretion of the Department of the 
Interior. It is altogether possible that large blocks of power will be committed 
for long terms where none but the Department of the Interior would agree the 
conditions set forth in the Criteria have been complied with. We, thus, have 
the situation where, no matter how the Interior Department may restrict the 
application of this exception, to the extent that it does apply it, it will be in 
violation of the preference provisions of the law; and, in addition, there is no 
firm definition or limitation on how far this exception will be applied. 

Even assuming for the sake or argument that it is understandable that Interior 
should want to provide exceptional treatment for a limited amount of power and 
a particular power company, its method of approaching the problem leaves much 
to be desired. What Interior is, in effect, doing, is attempting to impose the 
opinion and discretion of the existing Secretary upon every other Secretary for 
the next 20 years—and to deny Congress the right to deal with the matter. Ifthe 
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present Secretary of the Interior feels that a particular company should have 
the right to purchase a certain amount of Bureau power without regard to the 
preference law, the most that he should do is to sell power to that company while 
he is still in office. He has no right to say that he is going to make it impossible 
for any succeeding Secretary to change the situation and that he is going to 
deny even Congress the right to disagree with him. There has been no difficulty 
n carrying out the policies of the Department of the Interior under past contracts 
and there is, therefore, no reason to propose such a change at this time except 
te freeze the situation beyond the reach of anyone else for the term of the new 
contract. In effect, the Secretary of the Interior is saying that he thinks a 
particular company, even though it is not a preference customer, is entitled to 
preferred treatment over preference customers, and he, therefore, intends to make 
certain that such a nonpreference customer gets that preferred treatment, re- 
gardless of what Congress or any succeeding Secretary may think about it. 

The use of short term contracts generally for nonpreference «ustomers in lieu 
of the withdrawal clause may be legally permissible, as far as it goes, but it is not 
desirable. Certainly, it is not a flexible or as satisfactory for preference cus- 
tomers as the use of a withdrawal clause. A withdrawal elause means that the 
pewer sold te the nonpreference customer can always be reeaptured for the 
preferred customer upon giving the stated notice. Thus, if the notice period is 
24 months, the power can be recaptured at any time upon the 24 months notice, 
It could, for example, be recaptured after 30 months, after 36 months, after 40 
months—provided only that 24 months notice has been given. A firm contract, 
even for a short term, means that the recapture can take place only at the end of 
each econtraet period. For example, if a contract is made for 3 years, it ean be 
recaptured at the end of the initial 3-vear period, but if it is then renewed for 
another 3-year period, the next opportunity te recapture will take place 6 years 
after the initial contract was executed. There will be no opportunity te recap- 
ture between the third and sixth vVears. 

It would alse seem that from the standpoint of the purchasing power company, 
the short term contract would not be as advantageous as the withdrawal clause. 
A power company needs, and is entitled te, reasonable notice that it will have to 
make other provision for power it was heretofore receiving from the Bureau. 
How ean any power company plan properly if all that it knows is that it will 
receive a certain block of power from the Bureau for a period of 3 years and at 
the end of those 3 years it may have te suddenly look elsewhere? It would seem 
that the power companies would demand, and probably obtain, a provision in 
their contracts that they be given reasonable notice that the contract will not be 
renewed at the end of the existing term. If that is so, then we are back to a with- 
drawal clause, but one which is geared only for the benefit of the power company. 
That is, Interior will not be able to recapture any of the power for the preference 
enstomers until the end of the eontract term. And yet it will have to give the 
power company the same kind of notice as is required under a withdrawal clause 
if Interior should plan te make that power available to preference customers at 
the end of the eontract term. 

If Interior should refuse te inelude a notice of termination provision in its 
contracts with the private power companies, the latter would have to plan to 
do without Bureau power at the end of the contract term. Certainly, it could 
not wait until the contract has almost expired without making other arrange- 
ments and then find that it would no longer receive Bureau power. Therefore, 
the power company would have to make its other arrangements long before the 
contract term expired. In that ease, at the end of the contract term, the Bureau 
could find itself with firm power without customers for it, and it might have to 
dispose of it as dump power. This would certainly not be in aceordance with 
sound business principles as provided by law. 

The more consideration that is given toe the short-term contract policy, the 
more impractical it seems. As stated above, it must be admitted that proper 
planning requires that a power e¢company have reasonable notice that it will have 
to make other provisions to replace Bureau power. The withdrawal clause gave 
the power company that reasonable notice. The use of the short-term contract 
instead of the withdrawal clause could mean repeated conferences and contract 
amendments between the power company and the Bureau. To illustrate: let us 
assume that a 2-year period of notice of termination is reasonable for a power 
company. Suppose also that the initial contract is for only 3 years. What 
happens then? Would the power company and the Bureau have to confer every 
year, and if the Bureau did not see a preference need for the power, keep extending 
the term of the eoutract a year at a time? 
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Obviously, some kind of termination notice will be needed. Then why not the 
most practical and flexible of all, namely, the withdrawal clause? 

This question leads into another—and dangerous—possibility. Nowhere is 
there a definition of what a “short term” ¢ontract means. Could Interior possibly 
be thinking that even a 10-year contract is for a short term’? Some of the testi- 
mony at the hearings indicate that they do. Reasonable men could differ greatly 
on what constitutes a short term for a wholesale power contract. One of the 
things that is sorely needed here is a precise definition of the meaning of “‘short 
term.” 

It should be noted that, on the basis of the rules laid down for preference 
customers, a 2-year term should be used in contracts with nonpreference cus- 
tomers. The Criteria and the new minimum annual eapacity charge are geared 
to the 2-year period for preference eustomers. They are not expected to con- 
tract for more than their expected needs for a 2-year period. And if, to play 
safe, they should contract for what they expect their needs wil! be after that 
2-year period, they will be seriously penalized by the capacity charge. If the 
2-year period is fair for the preference customers, it is fair for the private power 
company. And if Interior wants to be sure to be able to take care of the grow- 
ing needs of the cooperatives, it must limit its contracts with nonpreference 
customers to 2-year terms. 

As the Criteria stand now, Interior will make the dectfsion of what the co- 
operatives will need in the future. If Interior should make a wrong guess, 
and tie up power with the power companies for longer than 2 years, the co- 
operatives will find themselves without the power they need, and the whole 
history of the cooperatives shows that there has been a general and consistent 
underestimating of their future needs. Therefore, the only safe and sound 
policy, if there are to be contracts with power companies without withdrawal 
clauses, is to limit the contracts to 2-year terms. This is especially true be- 
cause Interior officials testified that there will not be enough power for the 
preferred customers If that is so, the sale of any power to nonpreference cus- 
tomers under long-term contracts violates the preference laws. 

In this connection, it is important to point out that under 7 (b) of the Criteria, 
long-term contracts may be entered into with any power company. There is 
no limitation in 7 (b). as there is in 7 (a), of long-term econtraets to eom- 
panies “that serve communities which, by long use, have become dependent 
on such power.” 

Paragraph 7 (c) still retains its objectionable features. Paragraph 7 (ec) 
refers to future Bureau customers—to those not now able to receive Bureau 
power. Since under 7 (b) (ii), nonpreference customers ean tie np all ef the 
Burean’s power available after 7 (a) and 7 (b) (i) customers have been pro- 
vided for, cooperatives which later arrange to tie in with Bureau facilities may 
find that no power has been left for them. In other words, preferred customers 
who cannot take service now, may lose their preferred rights for 20 years, For 
this reason, 7 (c) is still objectionabte. 

This additional and very important point must be kept In mind: Paragraph 8 
makes paragraph 7 apply to secondary energy and peaking capacity as well as 
to firm power. Only those who have their own generating facilities can use 
secondary energy or peaking capacity: Interior could decide that the eoopera- 
tives will not need either secondary energy or peaking capacity, and eontract all 
of it away for 20 vears. If anv of the cooperatives should later want te install 
generating facilities, they would not be able to get any of this energy or power. 
They will find that their preference rights were destroyed by the contracts 
Interior has made with the power companies. 

Summarizing, to the extent that the new paragraph 7 still permits any long- 
term contracts with power companies, without a reasonable withdrawal elause, 
it is in violation of the preference provisions of the law. The use of such 
contracts has been materially limited but some such use is still contemplated, 
And it could still materially damage the cooperatives. 


B. Provisions other than paragraph 7% 


1. Paragraph 1 of the power supply.—This paragraph of the Criteria expresses 
the policy of the Department of Interior to limit its purchase of thermal-gen- 
erated energy by purchasing only such quantities of that tvpe of energy which 
may be needed during low-water years to firm up the hydrogeneration to the 
amonnt of firm power which would be available in an average water-year. The 
result of such a policy is to limit the amount of firm energy available for sale 
to cooperatives to that available during an average water-year. This is an 
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artificial limitation and has no relationship either to sound business principles 
or making available to the cooperatives the maximum amount of firm power at 
the lowest possible eost, 

Purely as a matter of sound engineering and economics, the test should be: 
Compare the price at which secondary energy is sold by the Bureau, plus the 
cost of buying thermal-generated energy to firm up such secondary energy, t 
the price at which firm energy is sold. As long as the cost of the puri 
of thermal-generated energy, plus the price of secondary energy, is less than 
price of firm energy, it would be advantageous to purchase thermal energy t 
up the secondary. Only when the cost of thermal energy, plus the pri 
secondary energy, exceeds the price of firm energy, would it be disadvantages 
from an economical point of view to purchase thermal-generated energy 
fore, merely from the viewpoint of sound business principles, ¢ 
test should be applied. Of course, in any ease, the hydrogeneratio 
firmed up at least to the level of the average water-year. Lut it 
business to arbitrarily say in advance that thermal-generated energy wi 
purchased to firm up secondary energy only to that level, when it migh 
possible to make much more firne energy available, at the higher price 
firm energy brings, by the purchase of a greater amount of thermal-gene 
enerey. 

Of course, there is another fundamental objection to this new policy of 
Department of Interior, as announced in the original Criteria—and which is 
still true of the amended Criteria—and that is it will make less firm energy avail- 
able for the cooperatives and more secondary energy available for the private 
power companies, This is an extremely important point and one on which every 
effort should be made te obtain a withdrawal of the new policy. This part of 
the new policy seems indefensible, both as a matter of sound business principle 
and as a matter of making available to the cooperatives as much firm energy as 
possible consistent with sound business principles, 

It must be kept in mind that Interior has stated that the limiting factor in 
the Missouri Basin is not hydrogenerator eapacity, but energy. It has also stated 
that storage facilities are excellent. In such eircumstances, it should be possible 
oe Interior to purchase off-peak thermal-generated energy at very low cost, 

‘to arranze an exchange of energy for capacity, which is often done. It could 
‘ten store tue water which it otherwise would have had to use to generate such 
energy, and use that water as needed. This is the ideal situation for the opera- 
tion of hydrogenerating facilities, and would result in the lowest possible cost, 
as well as the greatest amount of firm power. The arbitrary refusal toe 
continue such operating prineiples, despite their acceptance throughout the 
industry, can mean only a deliberate attempt te limit the benefits of publie 
generation insofar as cooperatives are concerned, and te maximize the benefits 
te the private power companies 

2. Paragraph 1 of the Marketing Criteria remains unchanged, although the 
new paragraph 7 limits its application insofar as sales to nonpreference eus- 
tomers are concerned. Tt should be pointed out that, although all discussion 
to date has revolved about a maximunyr contract period of 20 years, this paragraph 
specifically permits eontracts for even longer terms. After limiting the maxi- 
mum period for 20 years, it provides “unless there are special eonditions which 
will warrant a greater contract term.” Sinee paragraph 1 of the Marketing 
Criteria applies te all eontracts—with both preference and nonpreference users 
it is permissible for the Interior Department to enter into contracts with non- 
preference users for as long as 40 years. Paragraph 1 becomes objectionable 
when read in connection with paragraph 2, which provides for the elimination 
of the withdrawal elause, As long as there is a reasonable withdrawal clause, 
it does not matter how leng a contract term is used. Without the withdrawal 
clause, however, the term of the eontract with the nonpreference customer is 
the measure of the time period during which the preference customer will be 
denied his right to purchase the power covered by that contract. We have 
discussed this more fully in our discussion of the new paragraph 7 

3. Paragraph 5 of the Marketing Criteria states that there will be no provi- 
sion for the automatic increase of initial power commitments without proper 
compensation for the increased power reserved. Our objections to this provision 
are somewhat met by the new paragraph 7 and are discussed in connection there- 
with. Similarly, the new paragraph 7 deals with matters contained in para- 
graph 6, and are discussed thereunder, 
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4. Paragraph 8 of the Marketing Criteria provides that paragraph 7 shall 
“apply to firm power, secondary energy, and peaking capacity.” Thus, the sepa- 
rate analysis of the new paragraph 7 will apply to paragraph 8 

5. Pragraph 9 of the Marketing Criteria still places the sale of dump power 
on a competitive rather than preference basis. 

6. Paragraph 10 of the Marketing Criteria still restricts the payment of wheel- 
ing charges by the Bureau to a maximum of 1 mill This means that where the 
wheeling cost exceeds 1 mill, the customer must pay all costs over that amount. 
The result is the end of the “postage stamp rate”—i. e., where each customer 
pays the same single rate regardless of distance from the dam. 

7. Paragraph 11 of the Marketing Criteria offers the G. & T. cooperatives the 
opportunity of buying Bureau power for their member cooperatives instead of 
compelling the member cooperatives to contract directly with the Bureau—but 
it penalizes them severely if they do it. If the G. & T. cooperatives do the buy- 
ing, instead of being paid 1 mill for wheeling and having the Bureau assume all 
energy losses, they will be limited to a discount “not in excess of * * * 1 mill,” 
and the G. & T. cooperatives will have to bear all energy losses. While there 
will be some advantages from diversity, in most cases the cooperatives will be 
severely penalized In other words, Interior offers the cooperatives what they 
want with one hand, but if they take it they get banged on the head with the 
higher cost club that Interior holds in the other hand. 

8. The rates provisions are the same as the original new Criteria, and still 
retain the minimum annual capacity charge which will compel cooperatives to 
pay a heavy penalty if they contract for a larger amount of power than they 
will need at the end of 2 years. The Bureau has admitted that it has operated 
very successfully in the past without a capacity charge. As the hearings elearly 
showed, the capacity charge serves no purpose—except that Interior is scaring 
the cooperatives into contracting for their long-term needs and yet is trying to 
stop them from doing so by the penalty charge. It threatens their future supply—- 
then it penalizes them if they try to protect themselves from that threat. 


Mr. Harrston. The committee will adjourn until 10 o'clock to- 
morrow morning. At that time we will hear Ancher Nelson briefly, 
and also Mr. Aandahl, followed by Mr. Ellis. 


(Whereupon, at 4:10 p: m., the committee recessed until 10 a. m., 
Tuesday, January 5, 1954.) 
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TUESDAY, JANUARY 5, 1954 


House or RepresEenrarives, 
Com™irrer on INrerton AND INSULAR AFFAIRs, 
Washington, D. ¢. 

The committee met at 10 a. m. In the committee room of the House 
Committee on Interior and Insular Affairs, the Honorable William 
H. Harrison (acting chairman) presiding. 

Mr. Harrison. The committee will come to order. 

I regret that there was evidently some misunderstanding on the 
part of some of those who were present as to statements made yester- 
day relative to time. I thought it had been made very clear that 
when the gentlemen whose names were called as witnesses said that 
they would relinquish their time to Mr. Wise that inasmuch as our 
time is limited it might be that the ry would IR harp an op portunity 
to speak, but that they would have an Snes btity7yp = their 


Sent 


statements, la Ta Wh, 
Now, we will goas far as we ean this morning Feapoeign? Moa, 82a is. 


people whose n: umes have been given to meg alg yunc e to ther; 
are eight names, including Mr. Ellis. on thelige, if} Sfibths cooper nAbe;, le 
associations. {n addition to that we have. Ladder, fon f? Si esses 
we would like to hear, Ng vy El py ol} In 

It will be necessary that. we limit the tif der tA Yana is eh hw at] Lit.‘ Nin, 
nesses to come up and sti ate the case, and wetadH : ask oH Heo Ot be. ° ur ob 
withhold questions until the statements “eft 20 peated’ de “awe F Ht . tke ty 
conserve time. We will ask these w itnessde bot ft eth phe HE aT ie Mi hal p 
within a limit of 5 minutes, so that at tMbati eo, seem hdiia,).° fee) 
conducted we will have enough time to 8 alerts lere, Cer al King on 

I had said yesterday that Mr. Aand: foal tet Chai hes. S I 
am going to ask that he withhold his tes Hi fte0} Ona flasle jater. 

sefore proc eeding, Congressman By amin’ a permission to 

make a correction in a statement he né“4e-yvesterday, and the Chair 
will recognize Congressman Budge at this time. 

Mr. Bouncer. Mr. Chairman, during the colloquy yesterday I was 
under the impression that the Bonneville Power Administration was 
the agency of the Department of the Interior which had entered into 
30-year contracts with the aluminum industry. I find that was done 
by the Southwest Power Administration, also of the Department of 
the Interior, and that the Bonneville contracts are not for 30 years but 
for 20 years. Southwest Power does have 30-year contracts with 
Reynolds Aluminum Co. for firm power with no withdrawal clause. 

Mr. Harrison. Thank you, Mr. Budge. 

The first witness will be Lloyd Caulkins, the manager of the North- 
west Iowa Power Cooperative. 

135 
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Is Mr. Caulkins in the room ? 

Mr. Witt1aM C. Wise (attorney, Missouri Basin Electric Consumers 
Association). No, sir. Mr. Caulkins was ealled back to the hotel. 
I saw him when I was coming in and he was going out. He will sub- 
mit a written statement. 

Mr. Harrison. Will he return? 

Mr. Wise. He said he would try to but he was not sure. 

Mr. Harrison. Mr. Vance Austin. 

Mr. Asprnautn. Mr. Chairman, as Mr. Austin takes the stand I wish 
to make a statement relative to his position. He represents the REA, 
of course, of Colorado. He is a practicing attorney and is one of the 
capable and successful attorneys and REA representatives. He also 
serves his State and people very efficiently as a member of the board of 
regents of the University of Colorado, 


STATEMENT OF H. VANCE AUSTIN, MANAGER, COLORADO STATE 
ASSOCIATION OF REA COOPERATIVES, DENVER, COLO. 


Mr. Avusirrx. Thank you, Congressman Aspinall, 

Mr. Chairman, in the light of the fact that you would like to limit 
our statement to 5 minutes, may I have permission to file a statement 
ata later time,too? | 

Mr. Harrison.."*” urtesy 
will be grav*- ’ ‘ents 5 
as wees) 


‘on 
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ut the 

wo. use, and the 
ras a preference 


e had no objec tion to 
that .. the ‘ights of the Mountain 
States ' omer to us is a breach of the 
preference law. “Th « we wish to make. 

We were happy wifi. vast. We felt it was fine, was per- 
fectly all right; but the continuing of them as a preference customer 
into the future to us means that the preference law has been breached 
as we have known it throughout the past. That is the danger point 
we have in mind. 

I represent the Colorado rural electrics and was also active in the 
Missouri Basin electric consumers group, which is the rural electric 
people of the Missouri Basin area; Wyoming, Iowa, Minnesota, Mis- 
souri, Colorado, North Dakota, Kansas, Nebraska, Montana and South 
Dakota—that area of 10 States—in that I was the first secretary of 
our organization that was set up over their concern. That is the sole 
reason for that particular organization; their concern over the mar- 
keting criteria. 
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To indicate that we were not the only ones who were very concerned 
about this, I wonder if I might put in a copy of the resolution of the 
Colorado Municipal League, which is a group of the cities of the State 
of Colorado, not only those with municipal distribution but all the 
cities of Colorado. I wonder if I might put in the record a resolution 
that they passed at a recent meeting ¢ 8 f Md 

Mr. Harrison. Is there any objection to the inclusion of this resolu- 
tion? The Chair hears none. It will be received. 

(The resolution is as follows :) 


RESOLUTION 


Whereas the recently announced publie-power policy of the Bureau of Re- 
clamation adversely affects municipalities operating muncipal electric systems 
now purchasing power from the Bureau of Reclamation and eliminates those 
municipalities Which may in the future wish to consider the operation of a 
municipal electrie system from participation in the benefits of Bureau generated 
and transmitted power; and 

Whereas the elimination of the withdrawal clause from eontracts with private 
utilities and the declaration by the Bureau of Reclamation that it is not a 
utility and, therefore, not responsible for load requirements of the utilities which 
it now serves results in a denial by the Bureau of Reclamation of dependencies 
which it has created by past policies and also creates the possibility of private 
utilities entering into wheeling contracts with the Bureau of Reclamation whereby 
electricity generated at Bureau of Reclamation hydroelectric powerplants may 
be generated and delivered over Bureau transmission facilities through Bureau 
substations measured and metered at Bureau expense and by Bureau-owned 
equipment with the collection of a toll therefore by private utilities in excess of 
costs from the Bureau of Reclamation without investment or cost of service; and 

Whereas the removal of the withdrawal clause is contrary to public-power 
policy established and followed by the Bureau of Reclamation since 1902: and 

Whereas the adoption of the new public-power policy will force municipalities 
now being served by the Bureau of Reclamation to void present power con- 
tracts with the Bureau and accept new contracts or face the necessity-of securing 
power for additional loads from other sources, a position that leaves no doubt 
that the new contracts will be imposed; and 

Whereas the new policy will force municipal utilities now being served by the 
Bureau of Reclamation to contract for power capacity far beyond their present 
requirements, or face the prospect of power shortages within a short period of 
time resulting in a sharp increase in power costs; and 

Whereas municipal utilities now being served by the Bureau of Reclamation 
were in many cases not advised of the change in public-power policy until 
November 1953, and that with such announcement instructions were also issued 
that applications for power requirements must be made by January 1, 1954, for 
capacity requirements to be contracted for and reserved for the period of the 
next 20 years without permitting time for an accurate analysis of the effect of 
the new power policy on municipal electric operations and without permitting 
opportunity for the new power policy and marketing criteria to be examined and 
reviewed by the Congress of the United States, the elected representatives of the 
people of this Nation, even though the new policy ts a practical abrogation of the 
original Bureau of Reclamation policy established by the Congress of the United 
States. 

Whereas the utilities committee of the Colorado Municipal League, and a 
representative group of the cities of the State of Colorado now either being 
served by the Bureau of Reclamation or operating muncipally owned electric sys- 
tems have requested that the executive committee of the Colorado Municipal 
League take the necessary steps to prevent the immediate adoption of the new 
power policy of the Bureau of Reclamation in its present form and to secure 
a delay of 1 year in order to permit sufficient time for a review of the marketing 
criteria and the entire public-power policy involved: Therefore be it 

Resolved by the executive committee of the Colorado Municipal Le ague, That 
the Colorado Municipal League is opposed to the immediate adoption of the 
new power policy of the Bureau of Reclamation in its present form; that the 
presentation of the marketing criteria and power policy with a requirement to 
conform thereto in a period of 60 to 90 days, a time insufficient to accurately 
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examine the effects of the policy on either a local or statewide scale, a change 
in basic policy which has been in effect for 51 years and has created depend- 
encies and responsibilities that cannot be so quickly resolved and determined, is 
arbitrary and in opposition to the concepts of the democratic processes of gov- 
ernment and should therefore be opposed ; that the marketing criteria and public- 
power policy should be subject to review by the utilities affected and by the 
Congress of the United States, the representatives of the people of this Nation 
who established the previous basic policy of the Bureau of Reclamation which 
is for all practical purposes abrogated by the terms of the new power policy, 
and that the executive committee instructs the delegates from the Colorado 
Municipal League in attendance at the annual meeting of the American Municipal 
Association to take all steps necessary in the name of the Colorado Municipal 
League to enlist the support of the American Municipal Association in securing 
a delay of 1 year to permit ample opportunity for a complete examination of 
the marketing criteria and the entire public-power policy and its effect upon 
the various municipalities and other customers presently being served by the 
3ureau of Reclamation power and transmission facilities. 

Passed, approved, and adopted this 25th day of November 1953. 

Mr. Austin. Also, if I may, I would like to put in the record several 
editorials from the Denver Post, a metropolitan newspaper published 
in Denver, a Republican newspaper, by the way, which newspaper also 
has taken a very critical view of the marketing policy and criteria. 

Mr. Harrison. They may be filed for the files, but not as a part of 
the record. 

Mr. Austin. Thank you. 

(The information was received for the information of the com- 
mittee.) 

Mr. Asprnatu. Mr. Chairman, may I make a suggestion here? I 
am perfectly willing to go along with the ruling of the chairman; 
but the chairman of the full committee yesterday placed in the record 
as a part of the record an editorial. At that time I did not think it 
should have been a part of the record. I thought it should have been 
a part of the file. 

With that understanding I am not going to make any objection 
at this time. Hereafter these editorials should go in the files and not 
in the record. 

Mr. Harrison. You are raising no objection? 

Mr. Asprnatu. No objection. Your ruling is all right with me. 

Mr. Austin. May I say this: I have some figures here given to us 
at a meeting in Cody, Wyo., of the four States—Kansas, Nebraska, 
Wyoming, and Colorado—the rural electrie groups, with the De- 
partment of the Interior officials. Later the same figures were given 
to us at Craig, Colo. I have checked these figures just recently with 
Department of the Interior officials in Denver, to be sure I put them 
down correctly in my notes from those speeches. 

The Colorado-Big Thompson project, which, combined with the 
Kendrick project, is the power supplier on the western end of this 
region of the Missouri Basin here, will have, when all of its power 
is on the line in the next few weeks now, a total capacity, machine 
capacity, of some 310,000 kilowatts, but water limitations out there will 
limit it actually to about 250,000 kilowatts that they can sell. In 
terms of how many kilowatt-hours they can produce, an average water- 
year will produce 1,388,000,000 kilowatt-hours. That is an average 
water-year. An adverse water year, one of the worst they have had, 
would produce 1,125,000,000 kilowatt-hours; or more than a quarter 
million difference. But they are planning to only purchase electricity, 
purchase steam electricity to firm to a point of 1,275,000,000. 
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In other words, their plan is te firm not to the average water-year 
but only to about the break point between the lowest quarter and the 
next quarter. In other words, about the three-quarters mark on the 
lower end. 

To do that will cost the Government a great deal of money, and it 
will cost the rural electrics of Colorado, Nebraska, Wyoming and that 
area a whale of a lot of firm power that they could buy from the 
Bureau of Reclamation, And it will, of course, conversely give the 
private power companies of that area a great amount of secondary 
and dump power, because the lower line you draw in the matter of 
firming up power the smaller percentage of the power from that dam 
is firm power and the greater percentage of it is secondary or dump 
pow er. 

Now, these figures also were given to us as to the net revenues to 
the Governme nt. At the present time the Bureau of Reclamation has 
been selling nearly all of its power out there on a firm basis. It 
received an average of 7.1 mills for firm power. 

If the rural electrics pay the capacity charge which they will have 
to pay to hold it for the future, and it is sold for secondary, which 
would be all the revenue that the Government would bring in, it would 
bring less than that. 

Let me put it on a yearly basis; 7.1 mills, at a 50 percent load factor, 
which ts ical average, would net the Government $31.10 per kilowatt 


hour. If it is held on a capacity charge by the rural electrics of that 
area and then sold as secondary power it would bring the Government 
$28.10, a net loss per kilowatt-year of $3. If it 1s sold as dump power, 
and about three-fourths of the power that is not firm power is sold as 
dump power, then it will bring only $17.36 per kilowatt-year, a loss 


to the Government from a firm power figure that it could have of 


woe 
¢ oO.b te 


Now, using the ratio that TI said that most of the power not sold as 
firm is sold as dump, three-fourths being sold as dump and one-fourth 
as secondary, the average loss to the Government is going to be $10.30 
per kilowatt-year for the kilowatts not sold as firm power. 

I believe my 5 minutes are up at that point, sir. 

Mr. Harrison. Thank you very much, Mr, Austin. 

Mr. Enetr. May I ask one question? 

Mr. Harrrson. Yes. 

Mr. Ener. Mr. Austin, Secretary McKay made the statement that 
this is a business administration. Now, without adopting that char- 
acterization of this administration, I certainly do favor business 
principles in the management of Government affairs. 

Do you know of any reason why sound business principles should 
not be put into the Government’s power production program as well 
as anything else? 

Mr. Austin. No, sir: we do not. 

Mr. Enatr. In other words, if the criteria for firming power which 
is produced is to be put on a business basis rather than an artificial 
standard of water flow, you. get a lot more revenue in most cases, 
would you not? 

Mr. Austin. That is right. 

Mr. Enete. Because they do not always happen to coincide. 

Mr. Austin. That is true. 
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Mr. Enete. The point of your statement is that sound business prin- 

ciples should apply to the production of Government power just the 

same as sound business principles would be applied if that same power 
produc tion was in the hands of a private utility. 

Mr. Austin. That is correct, Mr. Congressman. 

Mr. Mitirr. Just one question, 

Mr. Austin. Yes, Mr. Congressman, 

Mr. Minter. You spoke about the Mountain States group getting 
some power. 

Mr. Austrn. Yes, sir. 

Mr. Miter. I believe that also applies to the Publie Service Co, of 
Colorado? 

Mr. Austin. Yes, sir. 

Mr. Minier. And the Cheyenne group? I think there are four 
proups there. 

Mr. Austin. Yes, sir. 

Mr. Miter. Whose contracts run for quite some time, I believe. 

Would you advocate canceling those contracts now and not giving 
them any of the preference power? 

Mr. Austin. No, sir. 

Mr. Miter. What would be your attitude? 

Mr. Austin. If I may subdivide that question, we have no desire 
that the contracts be canceled at this time, so long as the withdrawal 
clauses are kept in them, but under the marketing criteria, as we read 
it and as it was explained to us yesterday, those contracts can be 
renewed on a basis without the withdrawal clause. It is that that we 
are afraid of. 

Mr. Miter. You have no objection to the contracts so long as the 
withdrawal clause is in them ? 

Mr. Austin. That is correct, sir. 

Mr. Berry. Will the gentleman yield? 

Do you know how long that contract continues, the present contract ? 

Mr. Austin. No, Congressman, I do not. The Department of In- 
terior probably would, but we have no facts like that in our files, sir. 

Mr. Harrison. Any further questions? 

Mr. Lover. Mr. Chairman ? 

Mr. Harrison. Go ahead, Mr. Lovre. Try to keep it as brief as 
possible, because I do want to give all of these people the courtesy of 
being heard. 

Mr. Lovee. If a clarification or correction is made to that one provi- 
sion of the criteria which deals with the continuing of the contracts 
on a long-term basis only for those communities which have become 
dependent upon public power, then does the criteria meet with your 
complete approval ? 

Mr. Austrx. May I ask for clarification of your question? What 
was the wording you used concerning the contracts ? 

Mr. Lovee. If there is a clarification of that portion of the criteria 
which deals with contracts to private utilities in communities that 
have become dependent upon public power, if there is a clarification 
in that particular provision of the criteria, then does the criteria meet 
with your complete approval ¢ 

Mr. Avustry. Mr. Congressman, I am not able to marshal my 
thoughts that quickly, to give a blanket endorsement to the whole 
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thing if that one particular phase is cleared up. I can sav this: I 
have forgotten the exact wording you used, but if it is cleared up to 
indicate clearly that a preference customer is only a preference cus: 
tomer as defined in the law up to now, which, of course, would elim- 
inate the Mountain States Power Co.—you stated that the community) 
has become dependent upon it. , 

Mr. Lovrr. That is in substance the wording of the eriteria. I do 
not have the criteria before me. 

Mr. Austin. Nor do I, sir. It is not a community; it is a private 
power company that has become dependent. If that could be cleared 
up, that a community which becomes dependent upon a private power 
company which becomes dependent upon the Bureau is not a prefer- 
ence customer, that would help. If it could be cleared up that that 
is not a preference customer so far as our phase of the marketing 
criteria is concerned, that would take care of it. 

Mr. Lovre. My question is: Would the balance of the eriteria be 
satisfactory ¢ 

Mr. Austix. Frankly, I would have to go through it step by step 
tosee. There are a number of things we have not been happy about. 

One thing which is of great interest to your State is the general 
feeling and attitude—I do not have it before me to place my finger 
on it—that power would be sold first of all to the preference customers 
within the area that could be served off of presently existing lines; 
next the power would go to the private group or anybody else who 
wanted it on the presently existing system; and the Bureau: and only 
then would any more transmission lines be built to serve any other 
areas, 

That, of course, concerns a number of areas in the Dakotas and 
Nebraska particularly, where some of those people do feel they should 
have some transmission lines built. We still are not happy about 
that part of the general policy, because we think some more trans- 
mission lines should be built. 

Mr. Lover. That is the main objection, anyhow. 

Mr. Austrx. That is the principal objection; yes, sir. 

Mr. Harrison. If there are no more questions along that line we 
will call the next witness. 

Thank you, Mr, Austin. 

Mr. Austin. Thank you, sir. 

Mr. Harrison. Mr. George Cornog, of Linton, N. Dak. 

Mr. Cornog, 1 minute before your time is up one of our assistants 
will put a note on your desk, so that you will not be interrupted. 


STATEMENT OF GEORGE CORNOG, MANAGER, K. E. M. ELECTRIC 
COOPERATIVE, LINTON, N. DAK. 


Mr. Cornoc. Thank you, sir. 

Mr. Harrison. Please identify yourself for the record 

Mr. Cornoc. Mr. Chairman, it will be rather difficdt to get this 
down to 5 minutes. 

Mr. Harrison. I realize that. 

Mr. Cornoa. After anticipating more time. 

Mr. Harrison. We want to give you all the leeway we possibly can. 

41137—54——10 
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Mr. Cornoc. I would like to say before I get into some of my figures 
here that I am not here appearing as a witness under any pressure. 
I have no political ambitions, I have not been upset and excited by 
any other group attempting to excite me. 

Four years ago I resigned a position with a private utility and went 
back into managing an REA system because it 1s something I believe 
in and something I like. Any time I feel that there is anything that 
might injure the system which I am managing I will be opposed to it 
without any pressure from anyone else, 

At a recent meeting of my board of directors we discussed the 
criteria. We discussed it as amended. We still feel that with the 
doing away of the recapture clause in the contracts with private 
utilities, and not knowing exactly what is meant by a short-term 
interim contract, that we have two choices under the new criteria. 
One is to contract for power for long periods of time; or not know that 
we will have power possibly in 2 or 3 years, 

It has been stated that we only have to contract for possibly 2 or 3 
years and that the power under short-term interim contracts may be 
made available to the cooperatives. However, I believe—I could be 
incorrect in this—that recently before the Senate committee Mr. 
Aandahl was questioned as to the _— of time he meant by a short- 
term interim contract. At that time I do not believe we got a definite 
answer, but I do believe this: That he said under certain circumstances 
15 years might even be considered a short-term contract. If I am 
wrong in that that can be corrected. I do believe that was said. 

Now, at our board meeting the other day the board of directors 
passed a resolution and instructed me to make application to the 
Bureau of Reclamation for our power requirements for our next 20 
years, as we anticipate our needs for the 20-year period. Now, in 
doing that I got some figures up here as to what the added cost of 
wholesale power might be to our system over the period of the nest 
few years. 

I stated before the Senate committee that our cost of power would 
probably increase from slightly over 5 mills to better than 10 mills 
next year, with an added cost of something over $32,000 for next year 
alone. Mr. Aandahl at that time stated that my figures were fantastic. 

I do not know that they were fantastic. They were not correct. I 
had worked those figures out on an interpretation of the minimum 

capacity charge as it had been passed on to me from the Bureau of 
Reclamation Office. I have since found out that the interpretation is 
not correct. My figure had been slightly over 10 mills. It should 
have been something over 12 mills; and the $32,000 should have been 
something over $50,000. 

So my figures | may appear even more fantastic to the Secretary. 

That is based on our anticipated needs next year of what we will 
use if we should contract for this 20-year period. 

In 1955 that figure increases, with an added cost of $57,000, 

In 1957 there is an added cost of over $61,000, 

In 1958 it is slightly under $60,000. 

Going on through for 10 years, we find that we have an added cost 
of wholesale power, contracting in this manner on our system, of 


better than $563,000, which is approximately one-seventh of our total 
obligation to REA at the present time. 
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We do not feel that we can afford to pay such costs for wholesale 
power in North Dakota. As you know, we are sparsely settled out 
there. On our system we average approximately one farmer to the 
mile. The feasibility of our system is such that the loan studies that 
were made in the early days on this system were based on a low cost 
of wholesale power. Today, this last year of 1953, we operated 
approximately $4,000 in the red on our system. Next year we should 
be in reasonably good condition there. However, you can see where 
we go if we pay an additional $51,000, or slightly over $50,000, I 
should say, for our wholesale power. 

Thank you, Mr. Chairman. 

Mr. Harrison. Any questions, gentlemen ? 

Mr. D’Ewarr. From what Federal project does your REA buy its 
power?! 

Mr. Cornoc. From the Bureau of Reclamation, 

Mr. D’Ewarr. From what project does it come ¢ 

Mr. Cornoc. Our power at the present time is coming in on an 
exchange basis with Montana-Dakota. We have « transmission line 
coming in and feeding part of our system; that was built with funds 
borrowed from the REA, 

Mr. D’Ewarr. In other words, you do not get any power from any 
Federal project at this time? 

Mr. Cornoc. Well, yes. 

Mr. D’Ewarr. Generated ‘power. You do not get any power from 
any Federal generating project ? 

Mr. Cornoc. It does not come directly from the Federal project 
into our system. However, there is an exchange deal worked out 
with Montana-Dakota. 

Mr. D’Ewartr. The power you get, then, is not generated by a 
Federal project? 

Mr. Cornoc. The actual power we use on our individual farms does 
not come from the dam, but we purchase our power on a direct con- 
tract with the Bureau of Reclamation, who, in turn, gives power to 
Montana-Dakota Utilities; Federal power that is furnished from 
their generators, 

Mr. D’Ewarr. Where do they get their power ? 

Mr. Cornoc. W ho’ 

Mr. D’Ewart. The Montana-Dakota? From what Federal project 
do they get their power ? 

Mr. Cornos. They generate it at 2 stations of their own which 
were financed with REA funds borrowed by 14 cooperatives and leased 
to them on an operating basis. However, for the power they furnish 
us they, in turn, get power, I believe, at Fort Peck, from the Bureau 
of Reclamation, for the power they furnish to our REA cooperatives. 

Mr. D’Ewarr. But there is no Federal power from any Federal 
project going into your REA projects? 

Mr. Cornoc. I say it does not come directly from the dam, but we 
are buying Federal power; yes, sir. We are buying Federal power. 

Mr. D’Ewart. I do not see how you can be when it does not come 
from a project that is generating Federal power. 

Mr. Cornoc. If the Government- generated power is in turn given 
over, the power company who then gives us power from one of their 
generators is involved. The contract is directly with the Bureau of 
Reclamation. Yes; we are buying Federal-generated power. 
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Mr. D’Ewarrt. Will you get it from Garrison? 

Mr. Cornoe. Yes, sir; that is right. 

Mr. D’Ewarr. Will the Garrison power be at any different rate 
from what you are getting it now / 

Mr. Cornoc. Oh, we do not know. Mr, Aandah] said on Septem- 
ber 28 in Fargo that we could anticipate an increase in our cost of 
wholesale power; yes, sir. We do not know when that will become 
effective and how much it will be. 

Mr. D’Ewart. Are these increased costs you mentioned based on 
Mr. Aandahl’s statement ? 

Mr. Cornoc. No, sir; they are not. These are based on our applying 
for our anticipated 20-year needs under the new marketing criteria. 

Mr. Harrison. Mr. Rhodes, do you have any questions 

Mr. Ruopes. I have no questions. 

Mr. Harrison. Mr. Hosmer? 

Mr. Hosmer. No. 

Mr. Harrison. Any questions on this side? 

Mr. Rogers. Mr. Chairman ? 

Mr. Harrison. Mr. Rogers. 


Mr. Rogers. Mr. Cornog, on yesterday I believe a statement by the 
Minnkota Association or Company went into the record. I have two 
telegor: oom here that I believe were sent to you. 

Mr. Cornoc. Right. 


Mr. Rogers. I think that they ought to go into the record. I would 


prefer that you read them, and I ask unanimous consent that they 
be made a part of the record. 
] 


Mr. Cornoa. Thank you. 

Mr. Rogers. I think these ought to go into the record, because I 
think we ought to have all the facts in the record about the entire 
transaction. 

Mr. Cornoc. These two telegrams ave here were se o me by 
Mr. Cornosc. Tl two telegrams I have here were sent to me by 
managers of two of the systems in North Dakota who purchase their 

power from the Minnkota Power Cooperative at Grand Forks. 

Minnkota has 10 member systems, 4 of which are in North Dakota. 
These telegrams are from two of the managers. [Reading:] 


Advise House Committee on Interior and Insular Affairs my behalf present 
criteria fairly adequate for systems such as Minnkota and members with gen- 
eration equipment or others. Wholly unfair to small cooperatives who must 
bargain for themselves and have no other reliable source of power. Law pro- 
vides for preference to cooperatives and public bodies. Present criteria evades 
the law and does not provide for recapture of power for preference customers. 
All cooperatives by nature of organization and membership must have pro- 
tection. 

G. E. OLERup, 
Manager, Cass County Electric Cooperative, 


That is a member cooperative of Minnkota. 
Another one is: 


Be it resolved, That the board of directors of the Cheyenne Valley Electric 
Cooperative, Inc., Finley, N. Dak., go on record to unanimously and vigorously 
oppose the new power criteria. We also vigorously oppose the news item appear- 
ing in Fargo Forum December 20, 1953, written by Mr. Lyle Lund, an employee of 
Minnkota Power Cooperative, Inc., Grand Forks, N. Dak. We have at no time 
been in agreement with the new power criteria or any article supporting same. 
The above resolution is a part of the minutes of the beard meeting and is signed 
by each director present. 





POWER POLICY 145 


It lists five directors here who signed. [Reading:] 


Mr. Finel!l, Mr. Hariegstead, Mr. Berkeland absent from meeting. It is the 
opinion of the members signing this resolution that the three members absent 
also agree unanimously to the above resolution. 

LYLE BRYNGELSON, Temporary Manager. 


That is also 2 member system of Minnkota. The reason it is 
signed by a temporary manager is that their former manager ps issed 
away last Mond: ay night, and Mr. Bryngelson is acting in his absence. 

(The telegrams are as follows:) 


Krnprep, N. Dak., January 3, 1954. 
GEORGE CORNOG, 
Willard Hotel, Washington, D. C. 

Advise House Committee on Interior and Insular Affairs my behalf present 
criteria fairly adequate for systems such as Minnkota and members with 
generation equipment or others wholly unfair to small cooperatives who must 
bargain for themselves and have no other reliable source of power. Law pro- 
vides for preference to cooperatives and public bodies. Present criteria evades 
the law and does not provide for recapture of power for preference customers. 
All cooperatives by nature or organization and membership must have protection. 

G. BE. OLERuD, 
Manager Cass County Elev. Co-Op. 


FIntey, N. Dak., January 4, 1954. 
GEORGE CoRNoG, 


Care Willard Hotel, Washington, D. C. 

Be it resolved, That the board of directors of the Cheyenne Valley Electric 
Co-op, Inc., Finley, N. Dak., go on record to unanimously and vigorously oppose 
the new power criteria. We also vigorously oppose the news item appearing in 
Fargo Forum, December 20, 1953, written by Mr. Lyle Lund, an employee of 
Minnkota Power Co-op, Ine., Grand Forks, N. Dak. We have at no time been in 
agreement with the new power criteria or any article supporting same. ‘The 
above resolution is a part of the minutes of the board meeting and is signed by 
each director present. Signed, Oscar Idsvoog, Henry Boettcher, Oscar Tweed, 
Leonard Johason, Jacob Quanbeck, and Allen E. Vig. Mr. Finell, Mr. Harieg 
stead, Mr. Berkeland absent from meeting. It is the opinion of the members 
signing this resolution that the three members absent also agree unanimously to 
the above resolution. 

LYLE BRYNGELSON, 
Temporary Manager. 
Mr. Harrison. Thank you very much, Mr. Cornog. 
Mr. Harold C. Ebaugh, manager of the Hill County Electric Co- 


operative, Havre, Mont., will be the next witness. 


STATEMENT OF HAROLD C. EBAUGH, MANAGER, HILL COUNTY 
ELECTRIC COOPERATIVE, HAVRE, MONT. 


Mr. Esaucu. Mr. Chairman, I am like the rest of the men here. 
We do not have a prepared statement, so I will make my statement 
very short. 

I am from Montana. I am on the State board of directors, and I 
am here by the request of our State president and the 12 cooperatives 
in eastern Montana, who are affected by the new Bureau power 
criteria, 

I think we are in unanimous agreement in Montana that this is a 
start of a rate increase to our systems. It does not appear ae - 
criteria at this time unless you contract for too much power, if 
available, that we will get stuck too badly on this mnie charge, ‘but 
I feel that this is going to be the start of bringing our rates back up. 
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Prior to the time that our system received Bureau of Reclamation 
power through the construction of the Havre-Shelby transmission 
line, all the cooperatives served by Montana Power Co, were paying 
914 mills for power. It is quite a story. You cannot tell it all in 5 
minutes. 

But because of the fact that there was a Federal power line built 
from Havre to Shelby, anont, the Montana Power Co. lowered its 
rates from 914 mills to 514 mills, 

You might ask: Why do I think there is going to be a rate in- 
crease? I do not havea letter here—it is in the Senate file, for Senator 
Langer’s committee—but there was a letter from a manager of a ¢o- 
operative just east of mine, where he was called on by 2 of the power 
company representatives, where they very graciously explained that 
power costs were around 2 mills to generate it and 214 mills for taxes, 
and he said, “You know, we are selling it to you too cheap.” 

The manager interpreted that to mean that they were working on 
a rate increase, 

If that is true and if this ts a start for the Bureau of Reclamation, 
as has been indicated to us, that there 1s going to be a rate increase on 
the Federal power side, the private utilities obviously will raise their 
rates. 

It was brought out yesterday that regulatory bodies have control 
over those. That may be true. We question the regulatory power 
sometimes, when a rate is presented in the morning, approved and 
goes into effect on the same day. I question whether they are working 
to regulate rates. 

We want nothing for free. I do not think any cooperative wants 
anything free. 

We see no reason for the power criteria. We like the old way of 
doing business. Any utility, be it private or public—I am ~ a little 
concerned over a 2-year contract for power for my system. I do not 
know where I w ml get power in another 2 years. We have made appli- 
cation to the Bureau for a 10-year contract. I think the other 12 
cooperatives in Montana are doing likewise. 

I see no need for it. I think in the end the REA program is going 
to suffer considerably. If a 2-mill rate irerease were to be effected 
on the systems in Montana, or in any other part of the Missouri Basin, 
I think that REA would have a very difficult time in recovering its 
money, which it has invested in these systems. 

The density of Montana is probably as bad as anywhere. On our 
particular project we have about .72 consumer per mile. That is less 
than 1 per mile. You have to have low-cost power to make it 
feasible. 

That is about all I have to say, Mr. Chairman, 

Mr. Harrison. Are there any questions? 

Mr. D’Ewarr. Would you like to explain to the committee where 
you got that raise of 2 mills? 

Mr. Eeauen. That is just an arbitrary figure. 

Mr. D’Ewarr. That is what I suspected. 

Mr. Ernauen. Yes. It may be 414 mills, Mr. D’Ewart. 

Mr. D’Ewarr. Where is your information that there is going to be 
a raise in the Fort Peck power rate to REA’s? 

Mr. Evavern. Would you refer to Mr. Aandahl’s speech at Fargo, 
where he said that the spread between Federal power and private 
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powe r would have to be narrowed. I inte rpreted that te mean tha 
there is possib ly going to be a rate inere ase, 

Mr. D’Ewarr. Did he say that was to apply te the Missouri Basin ? 

Mr. Esaver. Yes, I asstime that he did; yes. He was addressing 
the people in the Missour? Basin, 

Mr. D’Ewart. Did he actually say so? 

Mr. Enaven. Ido not have a copy of that here. I think he inferred 
that was in the Missouri Basins yes, sir. 

Mr. D’Ewarr. I could not find out where he gets that statement. 
I would like to know if there ts voing to be a raise for Fort Peck 
ower, 

Mr. Chairman, I would like to make a brief statement, because Mr. 
Ebaugh comes from my district and I am very much concerned over 
the REA program in that area. One of the REA’s which he does 
not represent serves my part. I happened to be one of the first presi- 
dents of REA and I happened to organize that company and have 
taken an active part in the REA program throughout its history in 
Montana. 

The Montana Power Co. has granted a rate exactly the same as 
the Bureau of Reclamation to REA users in our State. I think Mr. 
Ebaugh will agree that has been a great help to the REA in eastern 
Montana. That rate isthe same as the Bureau of Re clamation charges 
which, as Mr. Ebaugh said a little while ago, is especially advan- 
tageous, because the only power that serves the area which Mr. Ebaugh 
is in and which I serve in eastern Montana—the only Federal power 
is generated at Fort Peck. There are only 85,000 kilowatts of capacity 
generation at the present time. You have heard the witness just 
before Mr. Ebaugh say that a considerable part of that went to 
Dakota; therefore, we have a very limited amount of Federal power 
to service preferred customers in eastern Montana. Therefore, the 
fact the Montana Power Co. has made a rate of 5.5 mills available 
to our REA which it serves has been exceedingly helpful to that 
REA in my district. And I think they recognize it, and I think Mr. 
Ebaugh recognizes that situation. Certainly, it has been most helpful. 

Mr. Ebaugh says he fears that rate will be raised. That rate can 
only be raised because the utility commission of the State grants such 
a raise, It cannot be arbitrerily raised by the Montana Power Co., 
a pr ivate company. 

Mr. Enaveu. Mr. D’Ewart, I am sure you are familiar with when 
that rate was put into effect, April 19, 1952. 

Mr. D’Ewarr. That is correct. 

Mr. Ernaven. I want to elaborate just a little on that. This was 
not a rate granted graciously on Ji anuary 15 by the Montana Power 
Co. I do not want that impression left. We fought for that rate 
and it benefited the cooperatives on the eastern side only; the western 
side, of course, got no benefits. 

Mr. Ernaven. There is 1 other dam, Canyon Ferry, which is 
tied into Fort Peck by a wheeling agreement, which has 50,000 
kilowatts. 

Mr. D’Ewarrt. But that power does not enter eastern Montana; it 
goes into Bonneville. 

Mr. Esaven. It can. 

Mr. D’Ewarr. It does not at the present time? 
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Mr. Esaven. I do not know that it does not, but on January 15, 
1947, a group of our tristate associations called on the Montana Power 
Co. and pointed out to them that our 9.5-mill wholesale power rate 
that we were using at that time on some systems was higher than the 
retail commercial rate had we been under that rate. And we asked 
them at that time for a reduction or wheeling agreement and we were 
told politely, “No; they would not make any wheeling agreement, 
because those lines be longed to them and they did not intend for the 
Government to get them.” or words to that effect. 

Immediately after that, we wanted to construct the Havre-Shelby 
transmission line, the first line of any size other than Great Falls te 
ask for a line. I think you are familiar with all of that. It is in and 
out; in and out. I still think the only reason the Montana Power Coe. 
lowered that rate was to try to stop the construction of the Havre 
Shelby transmission line, 

Mr. Harrison. I think you have made this clear. I do not want 
to interrupt your statement, but I do not want to get into any argu- 
ment on that, because it is going to take time from others. 

Mr. Ernaven. I am sorry. 

Mr. Harrison, That 1s not meant as any criticism at all. 

Mr. D’Ewarr. The only point I want to make is that we do have 
that rate and it has been of good advantage to the REA’s in Montana, 

Mr. Enaven. Definitely. But I want to make the point it can be 
raised very easily. 

Mr. Savor. It is a rate established and approved by the Public 
Utilities Commission of Montana. 

Mr. Evaven. That is right. 

Mr. Saynor. And it eannot be raised without their approval. 

Mr. Enaven. That is correct. 

Mr. Saytor. Nothing arbitrary on the part of the Montana Power 
Co. can raise that rate. 

Mr. Esaven. They ean go to the Publie Service Commission with a 
request. 

Mr. Sartor. That is right, and you ean go in and protest it. 

Mr. Enaven. Right. But I eannot find a place where we ever had 
witnesses that got it stopped. 

Mr. Buper. I notice you say you like the old way of doing business. 
In the last few years “the Bureau of Reclamation in 2 number of 
instances has insisted that REA’s and cooperatives sign an option 
agreement to sell their facilities te the Federal Government. Do you 
feel that is a good practice? 

Mr. Eravucn. An option for the REA’s to sell their facilities to the 
Federal Government ? 

Mr. Bunce. That is correct. 

Mr. Eraven. I am not familiar with that. 

Mr. Buper. That was done in a number of instances where the 
Federal Government insisted, before the REA’s and cooperatives could 
get the Federal power, that they sign an option contract agreeing te 
sell their facilities to the Federal Government for exac tly the amount 
of their REA loans. 

Mr. Ernaven. I am not familiar with that. Is that in our power 
contract ¢ 

Mr. Bunce. That is correct. I think that is something that people 
generally interested in REA’s should check into, because had that 
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policy v been continued all over the country at an Y ti me the Federal 
Government could have taken over the REA facilities, which would 
have resulted in not an REA program, with public power as we have 
known it, but a federalized power system—which was obviously the 
intent of placing those options in the contracts. 

Mr. Enaven. I do not know. If they were in there, I think they 
were in there for the sake of their not being seld to private ut ilities. 
1 do not know. 

Mr. Buper. Would you favor the Federal Government having an 
option to purchase your facilities ? 

Mr. Esaveu. W ell. they have that right now under the loan contract. 
If we should go in def: ault, the ‘v could take us back. 

Mr. Bunce. That ts another instance where the Department ot 
Agriculture had the same policy v of eventually federalizing the power 
systems of this country. The ‘vy were going to take ever not only 
private utilities but intended to take over REA‘s and cooperatives. 
Otherwise there would be no reason for this option agreement. 

Mr. Enaven. I cannot quite agree with that, because these cooper- 
atives were formed by necessity. A group of farmers themselves 
organized it. And I do not think they are going te take them away 
from them: I do not think the ‘v are ‘oing to let them go either to 
the private utilities or back to the Government. 

Mr. Buper. How eould the Vv pre vent it if they had to sigh an option 
agreement in order to get their power ? 

Mr. Esaven. I do not know how the V could have completed their 
option if they were not in default. 

Mr. Buper. I just said the agreement spelled out that the Federal 
Government had an option to purchase, 

Mr. Esavern. I do not knew if that is m my contract; maybe it 1s. 
I would have to read it again. 

Mr. Buper. It may not be in yours, but it is in others. 

Mr. Evaven. That is probably true. I am not familiar with that. 

Mr. Bupner. Mr. Chairman, at this point in view of the fact See- 
retary Aandahl’s comments at Fargo have been alluded to, I have a 
copy of the Secretary's statement. I hate to take the time to read it 
into the record, but certainly I would not construe it in the light this 
witness has placed upon it. So T ask unanimous consent at this time 
to place Secretary Aandahl’s speech at Fargo in the record. 

Mr. Enecte. I reserve the right to object. Is that a copy of the 
actual speech made or is it a transcript of a speech prepared before 
delivery / i 

Mr. Buper. I have no way of knowing. Of course, references to 
the speech are in the record. I think we can trust the authenticity of 
this document. 

Mr. Enatr. I want to say this to the gentleman [Mr. Budge]. I 
always make three speec hes: the one I prepare, the one I make, and 
the one I wish I had made. [Laughter.] 

Mr. Harrison. Governor Aandahl, do you want to clarify that? 

Mr. Aannant, The transcript the Congressman has and also that 
which I have here in my hand was distributed in advance of the 
meeting and was read word for word at the Fargo meeting. 

Mr. Eneir. Thank you. I withdraw my reservation to object. And 
I want to say I implied no reflection on the Governor. 
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Mr. Harrison. Without objection, the speech will be made a part 
of the record, 


INTERIOR’S PoWER Portcy AS IT APPLIES TO THE Missourt BAstIn 


(By Fred G. Aandahl, Assistant Secretary of the Department of the Interior, at 
Missouri Basin Interagency Committee Meeting, Fargo, N. Dak., September 
29, 1953) 


To fully appreciate the significance of Interier’s new power policy, it is nee- 
essary to know something about the Department and the scope of its power activi- 
ties. For the purposes of administration, the Department of the Interior is di- 
vided into three areas. One deals with mineral resources, another with publie 
lund management, and the third with water and power. The area of water and 
power is made up of four agencies. They are, in order of size, the Bureau of 
Reclamation, the Bonneville Power Administration, the Southwestern Power 
Administration, and the Southeastern Power Administration. 

secause the Bureau of Reclamation is the agency functioning in the Missouri 
Basin, special mention should be made of it. It censtruets and operates irriga- 
gation projects, and many of the dams and reservoirs that serve as a source of 
water for miltiple purposes, It also takes water from Corps of Army Engineers 
projects for its several stipulated purposes. Except for the Bonneville region 
it markets the power from both types of projects in the 17 Western States. 

Working through the area of water and power with its four agencies, the 
Department exercises its assigned responsibilities ef marketing practically all 
federally generated electrical energy, except that produced under the TVA. This 
includes all of the marketable power generated in Corps of Army Engineers and 
Bureau of Reclamation powerplants. These plants now in operation have an 
installed capacity of better than 7 million kilowatts, those under construction 
another 5 million kilowatts, and those authorized by Congress but net yet under 
construction, almost 9 million kilowatts twmere, Furthermore the Bureau of 
Reclamation and the Corps of Engineers are constantly in the process of study- 
ing and recommending additional projects to Congress for authorization, We 
are dealing with a large and expanding program. Yet now all Federal capacity 
equals only about 12 percent of the American total, and perhaps the percentage 


will rise only slightly higher because non-Federal power capacity alse is rapidly 
expanding. 


To guide the Department’s many employees and te apprise the publie of the 
new adiministration’s purpose and methods, Secretary McKay issued a power 
policy statement on August 18, 1958. This was quickly followed by detailed and 
supplemental power marketing eriteria for the Missouri Basin. The policy and 
these marketing criteria are the primary objects of our discussion this afternoon 


Together they deal with the construction of powerplants, the eonstruction of 
transmission lines, and the marketing of power. This power policy, basicallu 
different from what preceded it, will not cause any sudden disturhbina impact 
but will significantly and constructively influence the future. The power policy 
statement itself was personally edited by the Secretary, the Under Secretary, 
the Assistant Secretaries, and the Solicitor working in ¢lose consultation. It 
was reviewed by the Cabinet and the President. It is an outstanding and high- 
level declaration of domestic policy charting a different and reviving course for 
enduring American economie strength and prosperity. 

As the people of the Missouri Basin go about the task of making plans to 
meet their future power needs, they should be well informed on the contributions 
that the Federal Government can be expected to make. The power policy, sup- 
plemented by the power marketing criteria, definitely indicates what can be 
expected. 

It is the declared purpose to build multipurpose dams that are beyend the 
capacity of local resources and install in them a maximum of hydroelectric power, 
thus conserving and wisely using a great natural resouree—running water—that 
would otherwise be wasted from year to year. Federal responsibility, however, 
is limited to that amount of power, and people locally are advised in advance 
that they should pick up the responsibility of supplying their own additional 
needs. Other than in the multipurpose dams, the generation, transmission, and 
sale of electrical energy lends itself most advantageously to local enterprise. 
Every effort should be made to encourage local people to respond to that oppor- 
tunity. The clear-cut statements in the new power policy go a long way in 
assuring local people that under the present administration the Federal Govern- 
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ment is net going te attempt te create a Federal power monopols 
sibility gives both economie strength and political stability to our 

The Federal Government will build transmission lines necessar 
nect its major hydroelectric plants in each area that eonstitutes a 
marketing area, thereby building np a maximum of firin power for sale 
also build some transmission lines, where necessary, toe reach load eenter rhe 
transmission of power, however, insofar as possible, should be left as a local 
responsibility. 

The power should be sold within a reasonable marketing di 
termining a reasonable marketing distance the cost of transmis 
portant factor. There isa strong indication that the revenue-produe 
of the Federal hydroplants is going to be pushed hard to bring suffici 
to pay the costs that must properly be charged against ther In 
there may be adequate net revenue it is necessary to hold down transmission 
costs. 

s$oth by the affirmative statements in the present power policy and also by 
omission of provisions that were in the previous power policy, it is apparent 
that it will be the Federal Government’s purpose to dispose of Federal power 
in communities in such a way that it will not disturb established retail systems. 
At the lecal level people should determine for themselves whether they want 
publie power or want te have their power needs supplied by private enterprise. 
The Federal Government should not attempt to influence those decisions. Inso- 
far as Federal power is offered for sale at prices lower than power ean he pro- 
dueed loeally and this power is made available first to preference eustomers, it 
of itself creates a desire among local people to become preference eustomers. 
1s a word of warning, Ll would like to forecast that, ereept in high fuel cost 
ereas, 5 years henee the spread in price between federally produced power and 
locally produes a power, either from steam plants or otherwise, will be much 
less than tt is at the present time, Teo support this spinion attention is directed 
to a later paragraph on power rates. 

The law provides, and the present administration supports the law, that publie 
bodies and eooperatives be recognized as preference eustomers. Within a reason- 
able marketing area Federal power will be sold to preference eustomers on a 
longtime basis in such amounts as they are able to use. Any remaining power 
will be sold to nonpreference eustomers on a similar longtime basis with the 
particular objective in mind of benefiting as many as possible of the rural and 
domestic customers in the area. It is the well-established purpose of the 
Congress as expressed in basie law to make as widespread a distribution of Fed- 
eral power as possible in order that the comforts of living and the efficier 
of homespun economy may be kept at a maximum. This includes the m 
domestic users who receive their supply of power through nonprepe 
as those who receive it through the preference agencies. When a marke 
pattern has been established for the maximum benefit of all, it should not be 
disturbed. Therefore, after meeting the needs of preference agencies, it is 
proposed that the remaining power he sold on an equally long-term basis to 
nonpreference agencies. The availaebilitu of remaining power to nonpreference 
customers, together with prespeetive reduced differential in the price of Federal 
and locally produced power, should materially reduce the unfortunate pressure 
on local communities ta establish local public power entities just to make Federal 
hudropower available ta themselves 

At this point it might he well to eall attention to the position ef rural electric 
cooperatives. They are a form of private enterprise. They are made up of a 
group of local people who have handed together under State law in a cooperative 
corporation for the purpose of bringing electrical power to farm homes. Because 
of the long transmission distance between eustomers, this business was not 
attractive to other forms of private enterprise. It required the special enthu- 
siasm of the customers themselves in order to become a practical and a feasible 
venture, If Federal hydropower has any price advantage, it surely should be 
made available te this type of eustomer who is struggling against the disadvan- 
tage of long transmission distances. The rural electrification move has brought 
enormous community values. It not only has brought comfort and pleasure and 
economic efficiency to the farms but it has also expanded the market for electrical 
products and services that are furnished by the business establishments of the 
towns and cities. By far the strongest argument in support of the preference- 
clause provisions of our Federal law is the encouragement that it gives to this 
type of expansion in the use of electrical power. 
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Federal law provides that Federal power shall be sold at the lowest rates 
consistent with good business. It is pretty well established that the investment 
in hydroplants and in transmission lines should be amortized in 50 years with 
interest. In addition to that, operating costs and maintenance costs must be 
met. Both administratively within the Bureau of Reclamation and by acts of 
Congress, it has now become an accepted procedure to use power revenues in 
addition to the above-stated requirements to aid in repaying irrigation costs 
which are beyond the water users’ capacity to repay. In the Missouri Basin we 
expect a sizable growth in irrigation. Unless power revenue is available as an 
aid to irrigation, that development will not be possible. Furthermore, the con- 
struction of hydroelectric plants and transmission lines has been in progress 
during the past years of rapid inflation. The final cost is larger than was at first 
anticipated. There are, therefore, many reasons for expecting that power rates 
will be somewhat higher than have been indicated up to the present time. 

The matter of power rates is now being carefully reviewed by the Corps of 
Engineers, the Department of the Interior, and the Federal Power Commission. 
The rates will be kept at the lowest possible figure, but we must be realistic and 
recognize the costs and expenses that are properly allocated to power. It is time 
that we get away from the idea of giving power away at the tarpayers’ expense 
for the purpose of stimulating local public power and later its absorption by the 
Federal Government in an objective headed toward ultimate complete Federal 
Government monopoly of power, 

During the past 20 years the uses of electrical power have grown by leaps and 
bounds. It is no longer just a convenience and a luxury. It has in fact become 
an indispensable necessity of modern life. We need the full cooperation of both 
the Federal Government and local units, both private and public, to meet the 
expanding needs in a dependable way. One great weakness in the present-day 
trend is to concentrate power and responsibility in our National Government. 
The economic strength of our Nation, however, depends primarily on the initia- 
tive and determination of local people. In the field of supplying the electrical 
power needs there is a fine opportunity for local initiative. In the power policy 
statement and the marketing criteria that goes with it for the Missouri Basin, we 
have defined the limits of Federal responsibility and have asked the local people 
to supply the remaining needs. Roughly appraised information indicates that 
Federal power in the Missouri Basin will never exceed 20 percent of the total 
power requirements of the basin. That means that there is ample room for the 
local industry to grow and expand. Working together and in full knowledge of 
our respective responsibilities and capabilities, we can meet the power needs of 
this region. 


STATEMENT OF HARRY ANDERSON, PRESIDENT, CODINGTON-CLARK 
ELECTRIC ASSOCIATION, WATERTOWN, S. DAK. 


Mr. Anperson. Mr. Chairman, my name is Harry Anderson, of 
Lily, S. Dak. 

I live on a farm; I operate that farm. It is 2 960-acre unit, 560 
acres of which Town, I produce the different kinds of grains that are 
generally produced in that area. I have rented land on which I run 
my livestock. 

I have lived in that community all of my life and for the past 20 
years have taken an active part in township, school, and such affairs, 
10 years as community committeeman on the farm program, 

In 1948 I was elected to the office of a county commissioner of Clark 
County on the Republican ticket, and was reelected in 1952, 

In 1940, I began getting my members interested in rural electrifica 
tion. Of course, no building of lines was accomplished until after the 
war; but we did get operation started in 1947. 

I was elected to the board of directors in 1947 of the Codington- 
Clark Electric Cooperative, which has its office in Watertown, and the 
last 4 years I have been president of that organization. 





tes 
ent 
ith 
be 
of 
in 
Sts 
we 
an 
‘one 
‘eSS 
irst 
ites 


. of 
ion. 
and 
ime 
nse 
the 
ral 


and 
me 
oth 
the 
day 
ent. 
tia- 
ical 
licu 
, we 
pple 
that 
otal 
the 
e of 
s of 


RK 


of 
560 
are 


run 


t 20 
irs, 


ark 


ica- 
the 


ton- 
the 


POWER POLICY 153 


I stated yesterday I was going to file written testimony, which I 
am going to do tod: ay, but I did want to ide ntify myself he re now. 
There is one thing I want to bring out, that is. that the Missouri Basin 
Inter-Agency Committee, of which Governor Anderson of South 
Dakota was chairman of that committee in 1953, I do not know who 
will be the next chairman, when the criteria was first exposed in South 
Dakota on the 16th day of September, in the presence of our good 
Governor, it was a st: artling thing to the Governor and the re + of 
us who were there to learn, or to find out that the withdrawal elause 
had been removed. I am not going into that part any further, hes I 
know we are thankful for the changes that have been made. But I 
think it is evident those are still not all of the answers. 

So I do want to thank the Department for these changes and take 
this time to thank our elected Congressman and other elected officials 
who have given us their support. 

Mr. Harrison. Thank you very much. 

Mr. Sayrvuor. Mr. Anderson, one of the witnesses yeste rd: ay testified 
that all of the cooperatives in his area and the REA’s were unani- 
mously of the opinion that they did not want the Federal Government 
to sell power at a loss. Is that the same opinion in South Dakota? 

Mr. Anperson. I believe in South Dakota we stand ready to pay 
our fair share. 

Mr. Sayuior. Answer the question, please, sir: Do you want the 
Federal Government to sell power at a loss? Yes or no? 

Mr. Anperson. No. 

Mr. Lovrr. May I say thi at Mr. Anderson is from my home district, 
Asa matter of fact, Lily i is in my backyard. 

I want to “ Mr. Anderson has contributed much to the develop- 
ment of REA’s and this program in my district, and Tam very thank- 
ful that he is here today. 

Mr. Harrison. Thank you very much, Mr. Anderson, You may 
file your statement. 


STATEMENT OF VIRGIL H. HERRIOTT, MANAGER, RURAL ELECTRIC 
DISTRIBUTING CORP., SIOUX VALLEY EMPIRE ELECTRIC ASSO- 
CIATION, COLMAN, S. DAK. 


Mr. Harrison. The next witness is Mr. Virgil H. Herriott, from 
Colman, S. Dak. 

Mr. Lovee. Mr. Chairman, may I make another statement ? 

Mr. Harrison. A brief statement, yes. 

Mr. Lover. Mr. Herriott is also from my district. He is the man- 
ager not only of the largest cooperative in South Dakota, but the 
area he serves, I underst: ind, will be completely electrified within the 
next year or so. Is that correct? 

Mr. Herriorr. Well, it will be above 95 percent. 

Mr. Lover. You are to be congratulated. Iam glad you are here. 

Mr. Herrtorr. Thank you. 

Mr. Chairman and gentlemen, as I am going to file a complete 
written statement, I will just go through and hit the highlights at the 
present time. 

I have been interested in this thing and have participated actively 
in the power-supply problems of South Dakota since 1949 when I first 
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started working with the East River Electric Cooperative. I have 
been a member of the power committee ever since its inception in 1949, 
The opinions I express here and in written testimony are my own opin- 
ions that I have developed as a result of my own study, and diseussions 
with others in our business, the Department of the Interior, REA’s 
and other people informed or who had an opinion about the subje ct. 

In the development of our cooperatives, wholesale power costs have 
been very important, since they represent a major item of expense 
in our loan feasibility. Many cooperatives in South Dakota were 
not feasible until the availability of an adequate low-cost supply of 
power was assured in 1944, Subsequent plans that we have made have 
been based on certain assumptions concerning this source of power. 
We are concerned now because these basie assumptions have been 
altered and we want to know where we go from here in our planning 

We disagree with several parts of the criteria. To me, one of the 
main things, or one of the very important things, has to do with article 
1 of the power-supply portion, where it is stated that the maximum 
amount of thermal-generated energy that will be purchased by the 
Government ts that amount necessary to assure a firm power output 
equal to the average water year. That is the maximum amount they 
will purchs “ They do not say they will purchase up to the average 
water year, but that is the maximum amount they will purchase. 

I question whether that should be included in the criteria at the 
present time for two reasons; first, the Bureau’s limited experience in 
the Missouri Basin in my opinion does not qualify them to state now 
how much thermal-generated energy should be purcha sed: secondly, 
I do not believe the responsibility of the Department of the Interior 
to the Congress permits them to operate the basin on anything other 
than a businesslike basis. I believe that the measure of the quantity of 
thermal-generated power should be as follows: When the cost of 
thermal-generated energy, plus the cost of secondary energy, is less 
than or equal to the rate for firm power, it is then advantageous for 
the Bureau to firm up the secondary power. 

I want to emphasize what the Department of the Interior has said 
about our future supply, that is, that the neds of preference users 
cannot be met by the Bureau as the criteria now stands. Maybe if 
their policy was to purchase more thermal-generated energy, more of 
the preference users’ needs for firm power could be met and perhaps 
with increased financial benefit to the Government. If we in the basin 
are to pay a portion of the cost of the Missouri Basin development pro- 
gram—and I certainly am agreeable to doing so—I think we are en- 
titled to know that the basin is being operated on a businesslike basis 
and to assure the Federal Government its greatest possible net return 
on its investment. 

We were very pleased to see in article 11 that generation and trans- 
mission cooperatives have finally been recognized as a special type of 
organization in the power industry. We do not believe as presently 
written that article 11 gives us that which Mr. Aandahl stated he 
wanted it to give. I believe he has stated he will change that article 
if necessary in order that G. and T. cooperatives can purchase for the 
benefit of their members without losing any of the benefits presently 
accruing to the G. and T. cooperatives or its members under our 
present contractual arrangements, 
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The section entitled rates is objectionable tf we must ourselves re- 
serve power to meet our needs more than 2 years in advance. If all 
power sold to nonpreference customers is ‘sold on a recapture basis, 
then it would not be necessary to have a minimum annual capacity 
charge. 

I would like to make reference to the testimony a moment ago about 
the option clause contained in the cooper: ative’s contract with the 
Bureau of Reclamation. I believe this went to all generation and 
transmission cooperatives, and I believe every cooperative that had 
one objected to it very strenuously. The Department of Interior 
insis sted on it and it was put in on their insistence only and we in South 
Dakota, in our East River cooperative, finally aece pted it only under 
objection, knowing they could not puchase our system without first 
having the money to do it, and we had enough f: ith and eonfidence in 
the Congress to know the ‘vy would not give them such money. 

Mr. Buner. What do you feel was the purpose of the Bureau of 
feclamation and the purpose of the Department tm insisting on that 
option? 

Mr. Herntorr. The explanation thev gave to us at the time they 
insisted on it came as a result of this. Wes aul das tothe generation and 
trans mission cooper itive, the sole purpose in our ease was to wheel 
power. We have no generation. The ‘sole purpose was to wheel Bu- 
reau power from the backbone Bureau line te our distribution sub- 
stations. So, in order to be able to have loan feasibility with the 
REA, we had to know that power would be wheeled over those lines 
at least during the life of loan amortization. And the only way we 
could be assured of that was in our contract with the Bureau and that 
with a firm commitment with them they would wheel only over our 
transmission cooperatives to our substations; in other words, exclusive 
wheeling over our system by themselves. The only way they said 
they could make it exclusive was for them to put an option in the 
contract. We objected. But, as I said, we had faith in the Congress 
that Congress would net permit the Bureau of Reclamation to take 
away our system, which was locally owned, by giving them the money. 

Mr. Buper. I am very glad to have your statement there. It is 
something that has disturbed me very greatly. The REA system 
has really grown up with it being presupposed that control over the 
system was to remain in the people served by the system and these 
options that the Federal Government insists upon forcing upon REA’s 
was to my mind a very dangerous forerunner of the Federal Govern 
ment’s taking over control from the local people and I am sure that 
Congress, as vou have stated, will not permit the Federal Government 
to do that. But it is rather thin ground when the only defense is a 
lack of appropriations to the Bureau of Reclamation to do it; is it not? 

Mr. Herrtorr. Yes: I believe it is. That was one of the things we 
argued with them on, but had to give In. 

I would like to emphasize it has been insinuated since T have been 
here in the last 2 days that we are objecting maybe to things being 
done in this criteria that have not been objected to in the past. I be 
lieve since I have been in this program I have spent more time arguing 
with the Department of the Interior and the Bureau of Reclamation 
m the last 8 years than I have with any other single organization | 
have dealt w ith. Wehave objected to what they have done many times 
in the past. I think the fact we have objected now to this criteria is 
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not anything new: it is a continuation of the principles and policies 
we have approved of all the time. 

Mr. Bupver. This new administration of the Department of the 
Interior has not undertaken to coerce the acceptance of this option 
agreement, has it / 

Mr. Herriorr. I have not heard it said myself, but the manager of 
the transmission cooperative, Mr. Hanlon, has told me that Mr, 
Aandahl, Mr. Nelsen, and Mr. Hanlon are presently working to have 
that option removed from the contract. 

Mr. Bunce. I hope that is done; because if it is not, we will soon 
see the end of the REA program and its being taken over by the 
Federal Government. 

Mr. Herriorr. I do not want that. 

Mr. Bupee. Nor do I. 

Mr. Saytor. Mr. Herriott, you stated in your testimony you wanted 
to see the Missouri Basin conducted by the Bureau of Reclamation 
on a businesslike basis. Would you extend that and say you expected 
to see the Bureau of Reclamation conduct all of their sale of electrical 
power on a businesslike basis? 

Mr. Herriorr. Yes, sir; I would. I would like to add one com- 
ment: When you talk about a businesslike basis you and I each have 
two different interpretations of what a businesslike basis means; 
therefore it should be qualified only to that extent. 

Mr. Sayior. I am glad you said that, because I want now to ask 
you whether or not you believe the Bureau of Reclamation in the 
Missouri Basin or any other place should sell their power to you or 
anyone else at a loss? 

Mr. Herriorr. No, sir; I do not. But I reserve the right to pass 


judgment on the yardstick of when they make a loss and when they 


make a profit. ; 

Mr. Ener. It all depends, does it not, on how they allocate the 
various capital features in a project ? 

Mr. Herrtorr. That is precisely what I had in mind. 

Mr. Ener. That is exactly what you meant by it, an assurance 
that in the future criteria there is not going to be a provision to change 
allocations in other multiple purpose projects so as not to step up the 
charge against power. We are going to be very sensitive about that. 

Mr. Mitter. Does the gentleman say he wants to set the yardstick 
himself and not let the Bureau of Reclamation set the yardstick at 
what they think is right? Do you want to use their yardstick or 
want to set one of your own ? 

Mr. Herriorr. We do not want to set our own yardstick; we only 
want to be consulted and have an opportunity to agree or disagree 
wich its yardstick. 

Mr. Mitzer. You know there has to be some overall agency on a 
Government policy, and so forth? 7 

Mr. Herrrorr. Yes, sir. 

Mr. Pitxion. If the allocations have been put on an unbusinesslike 
basis, if the allocations are unbusinesslike to begin with, do you 
believe they should change the allocations of cost to power? F 

Mr. Herriorr. If you could prove the present allocations are not 
on a businesslike basis, then, of course, I believe they should be 
changed. ; 
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Mr. Westianp. Under what circumstances would this option of the 
Sureau of Reclamation to purchase your outfit start working? 

Mr. Herriory, You mean how could they exercise their option? 

Mr. Westianp. Yes. 

Mr. Herrtory. I am not familiar enough with the contract to be 
able to give you the step-by-step procedure, Ido know from general 
practice they have to get the money before they ean buy. but we have 
all agreed to sell to the Federal Government, and the price formula 
to be used in establishing the sale price at any time during the 35-year 
contract is set forth m the contract. And we ean tell you at the 
time the books were closed on December 31 of this past year exactly 
i" hat pr le ewe would hi: ive rece ive d, l be lie ve, 

Mr. Westianp, Would it not be only on default in your payme 

Mr. Herriorr, Oh, no, sir. 

Mr. Westianp. I would like some ‘body to tell me about that. 

Mr. McC artuy. Mr. Herriott, I understood you to say they in- 
sisted on this option in return to agreell g to wh, at you demanded of 
them in the contract ? 

Mr. Herrtorr. Yes, sir. 

Mr. MceCarriuy. What . you ask them for? 

Mr. Herrwrr. When I sav “we,” I have to dis tinguish between the 
distribution cooperative an a transmission cooperative. 

Mr. MeCarruy. Take the transmission cooperative. 

Mr. Herriorr. The tran: miss lon cooperative an . the distribution 
cooper ative tove ther insisted that the only wheelin ry avent to be con- 
sidered by the Bureau in their delivery of power to the «istribution 
cooperative was to be our transmission cooperative, In order to get 
that restriction or exclusive feature, they said in return they had to 
have an option on our system. 

Mr. McCarruy. So, m other words, it was not an arbitrary demand 
on their part, but a dem: and set up against a demand you were making 
ofthem. It may have been unjustified, but it would not ne essarily 
be unbusine sslike. ‘That seems to be thee riter] Re 

Mr. Herrtorr, I hope that is right. 

Mr. WESTLAND. ‘There eould be various ways in which the option 
could he put into effect. I think it is very tmpertant to discover how 
the option-comes into effect. 

Mr. McCartny. I think the various reasons why the Department 
insisted on an option had nothing to do with what the cooperative 
was asking of them. 

Mr. Ropes. Actually the main reason you wanted this agreement 
was so as fo Justify the investinent of the money in your organization, 
was 1t not? 

Mr. Herriorr. Yes, sir. 

Mr. Ruopres. Of course, if you did not have an Vv power to wheel, 
then the investment woul | be unwise, would it not 4 

Mr. Herriorr.. That is right. 

Mr. Ruopes. Did the Bureau of Reclamation at the same time offer 
you an option to buy or ‘ir generation equipment 4 é 

Mr. Herriorr. No. Sl 

Mr. Ruoprs. So scuualty it was not a quid pro quo, it was only one- 
sided. For reasons of their own, they wanted to have an option on 
your plant, but you had no option on their plant? 

41187—34—— 11 
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Mr. Herriorr. That ts right, I believe. 

Mr. Br pce. Mr. Chairman, because it seems to fit in with our diseus- 
sion at this point, on the first day of the hearing each member of 
the committee was granted permission to file questions with the elerk 
for submission to the Department to be answered. I have submitted 
four questions which I do not believe have been made a part of the 
record, and I would like permission to insert in the record at this 
point the questions and the answers from the Department. 

_In order that you may know generally what they are, the introdue- 
tion 1s— 

With reference te the so-called Missouri River Basin projeet. information would 
be appreciated as te the following: (1) What is the tetat Federal investment? 
The answer to that question is: 

The total Federal investment is estimated at S5449.827,000 of which 
$1,776,170,000 is nonreimbursable, 

Then I asked some questions about rates and repayments. Question 
3, 1 think, will be of interest to the committee: 

What amount has been repaid ta the Federal Government ineluding interest, 
if any? 

The answer to that question is: 


Total repaid as ef June 30,.1953, is S4.645 541 of which $2,724,760 represents 
interest on the commercial power investment. 


I ask permission that these questions and answers be inserted in 
the record at this point. And since the accompanying tables could 
not be placed in the record, I ask that they be identified as having 
accompanied these answers and be placed in the committee file. 

Mr. Harrison. You have heard the request. Is there any objec- 


tion? Being none, they will be so received. 
(The matter above referred to is as follows:) 


Congressman Budge submitted the following questions this morning, December 
o1, 1953: 

With reference te the so-called Missouri River Basin project, information 
would be appreciated as to the following: 

1. What is the total Federal investment? 

2 What is the rate charged in the sale of electric power and how is it 
determined ? 

8. What amount has been repaid to the Federal Government including interest, 
if anv? 

4. Your anticipated schedule of repayment of the balance? 
inswers 

1, The total Federal investment {is estimated at $5,449,827,000* allocated as 
follows: 


Rei DNPGRINS 65k ocean ewasenes si 


Irrigation _.- 
Commercial power 
Municipal water._- 5 ; 
Fish and wildlife___- am ; : 3, 698, GOO 
i INN ions cin as Sie scien ge al SE 6, 631, 000 
Reserve for self-liquidating future additions te power 
system ot uh Pelee) te tee : AS, 176, OOO 
Nonreimbursable : Flood control and navigation____--_---_ 1, 776, 170, 000 
2 See attached rate schedules for eastern and western divisions. Average 
rate for firm power required for repayment is 5.5 mills per kilowatt-hour deter- 
mined as shown on attached average rate aud repayment study, 


1Total appropriations to Bureau of Reclamation for Missouri River Basin project 
through fiscal year 1953 are $365,622,418, 
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The average rate for firm power fs designed to produce sufficient revenue to 
pay operation and maintenance, expenses for power facilities, provide a reserve 
for replacement, repay the investment in commercial power within 50 years at 
8 percent interest and in addition repay that portion of the irrigation invest- 
ment over and beyond the ability of the water users to repay. Interest on the 
power investment is used in the accompanying schedule to aid in repayment of 
the irrigation investment. The total length of the study is 83 years, If interest 
is not applied the repayment period would be extended 15 years. 

3. Total repaid as of June 30, 1953, is $4,645,541 of which $2,724.760 repre- 
sents interest on the commercial power investment. 

4. The anticipated schedule of repayment of the balance is shown on the 
attached average rate and repayment study. 

Notr.—A detailed economic analysis of the Missouri River Basin project from which 
the above figures were abstracted is in the process of being reproduced 

‘Tr 4 ° 

Mr. Harrison. Thank you very much, Mr. Herriott. 

Mr. Herriorr. May I submit one question for Mr. Aandahl to 
answer if he has time? 

Mr. Harrison. Yes. 

The next witness is Mr. Kalcevie. 


STATEMENT OF JOHN G. KALCEVIC, MANAGER, UNION RURAL 
ELECTRIC ASSOCIATION, BRIGHTON, COLO. 


I have served in that capacity for 13 years and was one of the 
original incorporators nnd organizers of our cooperative. In the 
parly stages the cooperative was organized and the rates in the area 
to be serviced were established with the thought in mind of getting 
and being served with reclamation power which was to be generated 
on the ¢ olorado-Big Thompson. 

Our board of directors and I have carefully studied the new power 


policy and marketing criteria, and we find there are only two choices 
the cooperative now has in making a contract for future power re- 
quirements, One is to contract for the present need and the other is 
te contract for needs 10 to 20 years in the future, 

Now if we are to contract only for our needs at the present time, 
we will be in a position within a few years of having an increased 
load and no available power from the Reclamation Bureau. That 
means we will have to turn to some other source for power which, 
if generated on a small basis, would cost twice or three times what 
it costs at the present time The other alternative is to contract for 
pur needs for 20 years, to assure us of power from the Colorado 
Big Thompson project. If we did that, the cost of power would also 
go up 4 to 4 mills as we had figured it for users as we extended our 
needs. And if we did that, we would be up to the capacity charge of 
$1 per kilowatt on the basis of $9.60 per year, and-the kilowatt-hours 
would not be used by our cooperatives, but would then become dump 
power and be sold to private utilities at dump rates, on which we 
would be paying the capacity charge. 

On the other hand, as stated before, if we are to sign only for 
present needs with a too high load growth, by taking into account 
the 80- and 90-percent factor for at least the first 2 years, we will 
find ourselves without power and either have to purchase power from 
private utilities at higher rates, or we will be forced to find some way 
of generating power, thereby again, on the other hand, leaving addi 
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tional power that may become available from the Bureau to private 
utilities who are not pre ference customers for electric service. 

We do feel that is an uneconomic basis as established and figured 
in the utility business and also on the cooperative basis—and on the 
— basis we are serving an area which the utilities know they 
cannot serve, because they were too sparsely settled, and our ec onomy 
is a lot a fie ‘rent than that of a utility which can serve an area and, 
if they need more funds, or need ad lition: ul operating profits to carry 
on the business, ean go before the Commission and raise their rates 
and they are guar: inteed 6 percent return on their investment. But 
the cooperative setup is altogether in a different light and we operate 
on a basis where we ean serve tl hinly populated areas of Colorade 
that could not be served otherwise. 

And we feel the members of our cooperative are paying a fair share 
for the power by paying for power to place water at them farms 
which are a ll i in the Colorado Conservane y District and, through our 
project, paying for the water project. 

Also we know that our members, throu gh the purchase of electric ‘ity 
from the cooper: itive, spec ific ally the North Color: ada Conserva mcv 
District, are paying their fair share of the project. And we feel the 
present power policy as set up by the Secretary will jeopardize the 
cooperative’s loan. 

One reason for that ts if our rates are to be raised, we will be out of 
what you call the competitive basis in the sale of electricity, because 
yur rates would be higher than the surrounding private utility rates 
and naturally would agi our members and they would be look- 
ing for service somewhere else if our rates were considered higher than 
those the utilities would have in our own area. 

Mr. Mitre. I want to ask this question. T understand there is an 
interchange now between the Reclamation Bureau and private power 
companies of — in your area, surplus power, with the northern 
Colorado power group, and when the northern Colorado power has 2 
surplus, th ey change back, 

Mr. Kaucevic. Yes: that is with the Publie Service Co. of Colorado. 

Mr. Mirurr. If we eliminated the Publie Service Co. of Colorade 
in the clause that has been suggested here, what will that do te your 
REA? 

Mr. Karcevie. They are purch: asing the dump power for distribu 
tion, I understand, and the Bureau has some provision for steam power 
generation. 

Mr. Mitirr. With all operations going, and the demand for the 
power of the Thompson project taking the power, what will it do to 
the REA, if the Colorado Power Service has no power to sell to any 
of them? 

Mr. Karcevic. You mean if the public service company could not 
supply power, and the Bureau does not have any # 

Mr. Miter. Yes. 

Mr. Katcevic. They would have to go to other sources of power. 
In other words, they would have to either generate their own or go in 
with other cooperatives. 

Mr. Mrtrr. Do the contracts with the public power all contain 
withdrawal clauses for preference customers? 

Mr. Katcevic. Yes. 
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Mr. Mirren. You feel they should. 

Mr. Kaucevie. Yes: I do. but I feel that the law as it was set up 
50 years ago intended that the power generated through Government 
projects was to serve the people. And lke I stated betore, the people 
in northern Colorado are paying for those projects through water and 
through electricity and should be entitled to it. 

Mr. MILter. Do they have a higher or che: aper rate than the Colo- 
rado public power that you spoke about; do you have a cheaper rate 
now ¢ 

Mr. Karcevic. The rates are almost the same at the present time. 
But if the rates were raised, if we were to take only the present-day 
basis, the rates will be just about that of the private utilities. But if 
the rates were raised, you can see how our members would feel about it. 

Mr. Harrison. Thank you very much, Mr, Kalcevie. 

Mr. Sartor. One question, too, Mr. Chairman. 

Mr. Harrison. Yes, Mr. Saylor. 

Mr. Sartor. Mr. Kalcevic, you seem to feel that the priv: ite power 
company can sell to somebody i in a different manner than youdo. Who 
do the pr ivate comp: unies sell to? 

Mr. Kancevic. They sell to their customers. 

Mr. SAYLOR. They ‘sell to people who own houses and have busi- 

sses jus st the same as the pe ople 3 vou serve; do they not! 

Mr. Kareevic. That is right. 

Mr. Saywor. They « earry on the same type of businesses just the 
same as the people you serve? 

Mr. Karervic. Yes; but not to the extent of those people who are 
in the Northern Colorado Conservancy District, because those people 
imposed a special bond issue on their farms te pay for the water that 
is being stored back up in the Big Thompson project, and they pay 
an additional tax over and above all the other taxpayers, a separate 
bond tax. 

Mr. Savior, That is right, but as far as the eustomers are concerned, 
take any two people sitting here in the back of the room, you could 
not distinguish one from the other, as to whether they were someone 
that was served by a cooperative or whether they were served by a 
private utility company ? 

Mr. Kareevic. You could, if you saw the area 15 years back. 

Mr. Sartor. I know, but I mean if you saw two of them sitting here 
in the room you could not distinguish them. 

Mr. Katcevic. No, you could not: unless you knew where they lived, 
and whether they were in an area that did not have this service. But 
if you came into one of these districts and you could see the “pk ice 
where they lived, or where the farm was located, or if you talked to 
the pe ople that were served, you could tell the difference. If he was 
out 20 miles away you would have no difficulty telling the difference. 

Mr. Sartor. Let me ask you this question: Mr. Ham was connected 
with an organization, Do you belong to the same organization that 
you referred to 

Mr. Kaucevic. The Tri-State G & T Cooperative } 

Mr. Sartor. Yes. 

Mr. Kawcevic. Yes. 

Mr. Sartor. Does Mr. Ham represent the views of that Tri-State 
association in saying it is uniform opinion of all the people that they 
do not want the Government to sell power for the less than cost / 
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Mr. Katcevic.. We do not want it to sell power for less than cost, 
but the basis on | whic h it is established, having been established for a 
number of years, and if the procedure under which those rates were 
established were wrong, then I would go along, but we feel that 
having been established for such a long period we feel that they are 
right, and that there is no need now to allocate to these costs, allocate 
the power costs against the water, because as you have read in many 
articles, and many statements made by Senators and Represent: itives 
and people who are in the power business, you will reeall that actually 
more has been allocated to the power cost than actually the cost. was 
for the generating plan. Such statements have been made in many 
published statements, and appeared in many magazines, and have s: aid 
that the power has been paying its share plus an additional burden, 

Mr. Saytor. The statement has also been made that electricity is 
used as a subsidy to help subsidize the farmer. In other words, that 
the water costs on some of the large reclamation projects are so high 
that the farmer could not possibly pay for the water, and therefore 
power has been used to subsidize the cost, Is that correct ? 

Mr. Karervic, That is correct. In the Northern Colorado Con- 
servancy District it was high, and the water conservance district will 
pay $25 million on the Big Thompson project, or was to, and by the 
time the project was built the cost of the items going into the project 
had gone up so much—it had reached around $50 million, or up te 
perhaps $70 million, and therefore it was necessary to spread the 
costs between them. But, originally, power was set up ta pay more 
than its share of the total cost of the project. 

Mr. Sartor. By the enstomers in that district. In other words, if 
the power does not go up, actually it is going to cost the farmers of 
vour district, that is, the ‘vy are going to have to pay more for water; 
is that right } 

Mr. Kancevie. That ts right: th: at isright. Gentlemen, we have all 
seen information, that has been in print over the past 20 or 30 years, 
as to how more than its allocated share has been allocated to power, 
T mean, more than its eost share has been allocated to power. 

Mr. Sartor. It has paid more than its eost share? 

Mr. Kaucevic, That is correct. And T do not think there should be 
any reason for raising it, and-ef putting any more cost on the power 
end of the project. 

Mr. Saytor. The costs have so increased, and have gone up to the 
place where the power users have—and the water users are faced with 
a raise——- 

Mr. Karcevic, You mean in order to pay out the project. 

Mr. Sayror. Yes; and what you are saying is that rather than 
raise the rates for power to meet the increased cost, you would raise 
the water cost to the farmer; is that right? 

Mr. Katcevic. No; not exactly. Tsay that it should be fairly pro- 
portionate, that there should not be any more thrown on power than 
there should be on water. In other words, we should not have—— 

Mr. Sartor. Just a moment: you just got through saying that 
power is paying more than its fair share now and, therefore, in any 
increase cost should. not be added to power. 





ost, 
ra 
rere 
hat 
are 
-ate 
any 
ives 
ally 
was 
any 
cA id 
len. 
vis 
hat 
igh 
fore 


‘on- 
will 
the 
ject 
» to 
the 
Lore 


3, if 


. of 


ters 


-all 
ars, 


ver, 


1 be 


wer 


the 
vith 


han 
aise 


ITO- 
han 


— 


that 
any 


POWER POLICY 


Mr. Karervie, Any increased cost added to power? 

Mr. Sartor. Yes. 

Mr. KALe EVIC, No inereased cost Was added to power, 

Mr. SAYLoR, The re wv ‘oul ] hi ave to be some Increased cost— 

Mr. Kaucevic, You mean to 2 new project. 

Mr. Sartor. To . new project. 

Mr. Karervic, But that would be allocated on a fair basis, what- 
ever it Was, but for the Big Thompson project it has already been 
allocated, and the figures show that the power Was paying its share, 
plus an additional share for the water. 

Mr. Sartor. When the operating and mi tintenanece costs had been 
increased, whe doe you say should pay for them ¢ 

Mr. Kanecrvie. They should be proportionately divided, 

Mr. Sayror. Thank you. 

Mr. Harrison, Any further questions? 

Mr. Gross. Following up the questions of Mr. Saylor, Tam sure it 
is your hope, as well as mine, Mr. Kalcevie, that the Government will 
not lose any money on any project of any kind, Is that right? 

Mr. Karervie. Yes, that is true. And through this new power 
policy, if we ean contract for the load, for the power that we are going 
to buy, in whieh they charge so much, some of them are going to have 
to get dump power, 

Mr. Gross. You hope, and I am sure all of us do, that we will not 
lose any money on the hydroelectric dams and other generating plants 
whie h have been built in It: aly and in France and elsewhere with Amer 
ican money. 

Mr. Kae Evie, We hope SO. 

Mr. Harrison. Thank you very much. Are there any further 
questions ¢ 

Mr. Bupar, Mr. Kalcevie, Mr. Wise, who testified before the Senate 
committee, objected to paragr: aph 1 of the criteria on the ground that 
it denied the “utility responsibility * on the part of the Department 
of Interior. 

Do you feel that the Dep: urtment of Interior has a “utility responsi- 
bility” to the peo oe your area 

Mr. Kaucevie. I do not think it has a responsibility beyond its 
ability. But certainly as the law was set up, for the last 50 vears, the 
power was to go to the preference eustomers, and I believe it should 
go to the preference customers, and I do not think the private utilities 
shoul l have preference. In other words, the construction of the law 
was, as stated yesterday, that the pewer should go to the preference 
customers. I do not think it should be taken away from them. I do 
think there should be a withdrawal or recapture elause, and that it 
should go back to the people and to the projects and to the coopera- 
tives that have been established on the basis of the procedures set up 
under the Federal policy of generating power. And there is a lot of 
difference, and there has been a lot of confusion concerning getting 
enough steam-generated power, and the cost of generated and hydro- 
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electric power, and when it comes to the cost, it is a known fact for 
years, and over the records, which you may read, that hydroelectric- 
generated power can be produced at a less cost than steam-generated 
power. 

Mr. Bunce. Just a minute. Most of the statutes set out these words: 
“Utility responsibility.” In those statutes those two words appa- 
rently mean to say that utility responsibility means that whoever 
has the responsibility must anticipate what the needs of the area 
are, and be in position to furnish, no matter from what source, the 
power that is needed. 

What, in your opinion, ts the responsibility of the Department of 
the Interior with respect to utility responsibility ? 

Mr. Kaxcevic. I think their responsibiilty would be up to and in- 
cluding an average year, with an average runoff. In other words, 
there should be some steam generation to bring it up to an average 
year. I do not think there should be a responsibility to furnish more 
power to the cooperatives or municipalities and other public bodies, 
that is, the responsibility should not go beyond the average. But 
they should be allowed, and should be responsible for furnishing 
power up to the average year. 

Mr. Buper. In answer to one question of utility responsibility, the 
answer is that it means they must anticipate all of the needs, no mat- 
ter from where they get the power, whether hydro plants or steam 
generating plants. 

That is exactly what they have set up, and that is exactly what is 


indicated in this criteria, and is exactly as interpreted by Mr. Wise, 
when he said: 


Paragraph 1 denies the utility responsibility on the part of the Department 
of the Interior by limiting the thermal generation te the average water year. 

That is what you have indicated that you want done; is that 
correct ? 2 

Mr. Karcevic. That is, for the average year. But when you pro- 
pose that the cooperatives, and all the cooperatives in the Big Thomp- 
son area are to sign a contract for their present needs, as of today, then, 
as has been said by Mr. Aandahl, that they want to enter into a contract 
on a 20-year basis, without a recapture clause in it, and suppose that we 
sign for a fixed amount for what we might expect to need in the 20 
years to come, based on an estimate, then we would have to pay for 
that cost, and someone else would be receiving the kilowatt-hours at a 
dump rate. 

I do not think that was the intent of the ortginal law, and I do not 

think it means that now. In the meantime, there may be a change 
made in the secretaryship, and if they can construe the contract as 
permitting them to contract this power out to someone else, then we 
would not be able to recapture the power which was originally set 
up in the reclamation law to be sold to the preferred customers. 

Mr. Buner. Of course you are talking there about something other 
than covered in my inquiry. But you do not feel that the Department 
of Interior has that “utility responsibility” other than what you have 
just indicated ¢ 

Mr. Kaucevic. I do not think that the Interior Department should 
be called upon to build steam plants to provide electric power over 
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and above an average Vear, The projects have been engineered and 
ealculated on the basis that they would produce so much power, based 
on the average year, and they should be allowed to do that, and should 
have the respons sibilitv of furnishing the average eapacity of that 
plant, where it is inst: alled. but not be vor id the aver: ive, If you take 
the average year, under the Thompson project, for power, and - 
dump rate to utilities, and cooperatives, \ hich has been venerate “ad, 
will not bring in a fixed total revenue that it would bring in if it 
was handled on the average year capacity. 

Mr. Bunce, That 1s just what Mr. W ise said in paragraph 1 that the 
criteria does, That is all. Thank you. 

Mr. Harrison. Thank you very much, Mr. Kalcevie. 

Mr. Kaucevic. Thank you, Mr. Chairman. 

Mr. Harrison. Next we will hear Mr. Nelsen, Administrator, REA 

Mr. Miter. I think I night eall the attention of those present tothe 
fact that yesterday the representatives of the co Ops. the witnesses in 
their testimony, consumed an hour and 2 minutes: that it includes the 
cross-examination. Mr. Aandahl, 1 believe, used about 15 minutes. 

I wish we had more time to give the representatives of the co-ops, 
especially those whe have come long distances, but the committee 
felt that some questions had been raised, and that they did feel they 
would like to ask Mr. Nelsen and Mr. Aandahl and perhaps Mr. 
Davis to be here to answer some of those questions. | hope you under- 
stand the situation and will bear with us, 

Mr. Harrison, Thank you very much, Mr, Chairman, 


STATEMENT OF ANCHER NELSEN, ADMINISTRATOR, REA, 
DEPARTMENT OF AGRICULTURE 


Mr. Exeur. Mr. Chairman, I could not associate the relevancy of 
Mr. Nelsen’s testimony the other day with this power p rroblem. Maybe 
Iam mistaken about it, but I could not understand the relevancy of 
farm financing, rural electrification financing with the question of 
power preferer ce and the question of power policy, and if the two are 
to go along tojrether, I wish someone would m: ake it a little clesrer 
to us. 

Mr. Harrise s. I thank the ve ontle Wan, Mr. Ne Ise The I be hie ve, made 
reference to the fact that a possib le increase in rates, Interest rates, 
woul be involved, and that might have some bearing on the matter. 

Mr. Netsen. Mr. Chairman, and Congressman Engle, the reference 
to dollars was nade in questions that were asked by the chairman of 
the committee, 

Also. the question of interest rates was asked. 

As far as the power criteria itself, administration and its develop- 
ment, that is net a function of the Rural Electric Administration. 
It is the function of the Department of Interior. 

Mr. Miniter. May I say to the committee, there were some questions 
sent over by the REA borrowers that related directly to the adminis- 
tration of the REA fund. Mr. Nelsen is here this morning to amplify 
on any phase of the questions which he thinks ag nt. 

Mr. Enoie. Certainly it is very proper that Mr. Nelsen be here in 
response to the chairman’s invitation, and I want Mr. Nelsen to feel 
ussured that I am glad he is here. But what I would like to know 
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is why they should be brought into the same hearing. It just does not 
seem . fit in. 

Mr. Netsen. Thank you, Congressman, the chairman of the com- 
mittee asked a question about the dollars. We are not here by choice. 
We have been asked to appear, we will be very happy to go back, 
because we have plenty of work. 

Mr. Eneie. I understand, and my question was more directed to 
Dr. Miller: 

Mr. Netsen. Maybe there are a few points that I can new call to 
the attention of the committee. 

Mr. Mitier. It seems to me that the administrative details overlap, 
and the regulations and bureau policy do dovetail together, and that 
there should be some consideration to the interest rates in connection 
with the cooperatives, and I thought it well to have Mr. Nelsen here 
to tell us anything about any phase of the matter that he might think 
pertinent. But, as Mr, Nelsen indicated, he is here at the invitation 
of the chairman, and several questions have been submitted by the 
REA and need clarification. 

Mr. Netsen. The testimony this morning has referred to the option 
provision several times. I would like to mention that at this time we 
are in the process of drafting amendments to existing contracts be- 
tween REA borrowers and the Interior Department which will elim- 
inate the option provision held by the Bureau of Reclamation. 

We have taken that out because it was felt, it was our opinion, that 
it was not in keeping with what the farm cooperatives wanted in there. 
And we have complied with that request. 

Now, as to the other point that T would like to mention: 58 percent 
of the power distributed by the REA borrowers is purchased from 
utilities; 28 percent is purchased from governmental generating fa- 
cilities, and 14 percent comes from generating fac ilities owned by 
the cooperatives. 

Mr. Miter. Will you repeat those figures again? 

Mr. Netsen. Yes; 58 percent from the private utilities; 28 percent 
from the Government owned and municipally owned generating facil- 
ities, and 14 percent from REA-financed generation, In other words, 
the arrangement that we have, the problem in it would always be 
reflected in the amount of power purchased, So that we have a real 
problem in the way of the power supply, not only in the Missouri 
Basin, where there is hydropower, but all over the country. We 
are disturbed, of course, because of the power supply, and it is appar- 
ent to me that it is going to require the efforts not only of the govern- 
mental hydropower, but also all the generating systems of all of the 
utility companies to meet the demands of the future. 

And it seems to me that one of our objectives should be to cultivate 
an atmosphere of working relationships that inspire confidence and 
progress and stimulation, and that is what we are trying to do. 

Now, as to the power criteria : Questions -have been asked as to what 
is back of it, and of course I have had questions that were asked when 
the criteria came out. I was on my way to Rapid City at the time, 
to an area meeting, and I think the Department of the Interior will 

recall that immediately I got over the telephone calls that the criteria 
was not spelled out, related, I believe, in this respect, that its interpre- 
tation could be construed in a different way. 
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T later called from an area meeting in Oklahoma City. 

The No. 1 problem was the January 1 deadline, that they could not 
get the people to meet and make their requests by January 1. The 
inference contained in the newspaper articles and otherwise was to 
the effect that the applications for power must be in by January 1, 
and the inference was that firm executions of the contract was neces- 

sary—that was the interpretation. 

I was disturbed about that, because we have almost 200 ¢ ooperatives 
involved in the different areas, with the difliculty of communicating 
in detail with them. 

We immediately started examining, in our office, for information 
as to what the needs would be, and how many years were involved, and 
how extensive the problem was. 

We were assured by the Interior Department that the January 1 
date did not require execution of the contract, but that they must have 
some information so that they could gage the power demands accord- 
ing to the supply. 

And we were assured that 6 to 8 months, or even longer, could be 
antic ips ated as the grace per iod in Which firm ne gotiation of contracts 
would be required. 

Now, in connection with the 20-year contract for power that has 
been called to your attention here today, the cooperatives would be 
required to execute long-term contracts on a 20-year basis, the results 
of which would be that the penalty provisions would be quite extensive, 
and I think they would be, if they were required. 

We have been assured that the amendment to the con tract would be 
permitted over the whole 20- vear basis, for as much power as they 
needed, to meet their expanding demands. 

Then, the 20-year contracts, with the nonpreference customers: 
We were assured that the long-term contracts for nonpreference cus- 
tomers would not be exec uted in instances where power nee “ds were 
in evidence, as explained, by January 1, the January 1 application to 
bring to the Interior Department the information that they needed. 

There has been cited some instance where long-term contracts would 
be honored. That is a point of administration, and I do not propose 
to get into it. 

I merely recite these facts to you, because of the fact that I want 
to be understood that this is my understanding, and it is on that basis 
that I hope we ean work out the problems that affect the Rural 
Electrification Administration. 

I am very much interested in the program, and I am in it. I have 
heard other witnesses testify to the fact that they are farmers. ] 
hope I can add my qualification, if that is one. I helped organize 
my own cooperative; was vice president, and vice president of the 
statewide organization, and in my job I would be negligent in my 
duties if I were not to try to help work matters out for the benefit 
of both the Government and the people in the REA program. I feel 
that I would be breaking faith with the whole program in which I am 
very much interested, and I hope that we have worked out the prob- 
lem here, and I think we are approaching the answers in a manner that 
is going to make our farm cooperatives provide the circumstances 
that are necessary to assure their continued existence in the future. 

If there are any questions in regard to the “dollars,” I will be very 
glad to attempt to answer them. 
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We had a long list of questions, Mr. Congressman, in regard to the 
budget preparation and the loan funds. I do not know just how they 
tie in to this matter, but those were matters that were requested by 
the committee, and I hope that no one interprets the fact that we have 
brought them here would be in any contradictory manner, because we 
brought them here at the request of the chairman. 

If there are any questions, I would be glad to answer them. 

Mr. Enerr. Mr. Nelsen, were you consulted by those in the Interior 
Department before the criteria was issued ? 

Mr. Netsen. I was not. 

Mr. Gross. Mr. Nelsen, do you think the preference eustomer is 
amply protected in the criteria set up by the Interior Department ? 

Mr. Newtsen. I feel in the way mentioned; ves. We are further 
assured that where the power needs were in evidence, as indicated by 
the application, that long-term contracts would not be executed, and 
the contracts would be gaged to meet the needs of the preference cus- 
tomers. In other words, ree apture provisions are now in existence. 

And in our hearings, frankly, I think that the committee needs to 
know also that Mr. Aandahl has met with the REA three different 
times, and once with the advisory committee from the cooperatives, 
going into the details, and I have ‘also been assured that we are going 
to have a liaison operation, wherein we can work out the problems 
with the Interior Department in the future, discuss them, and we 
hope that in the event of a rate increase we will have a chance to go 
over the plan. 

If there are no further questions, T thank you very much. 

Mr. Harrison. Thank you, Mr. Nelsen. 

Mr. Netsen. Thank you. 

Mr. Harrison. We will next hear from Governor Aandahl. And 
I believe Mr. Davis might come up and sit with him also. 

~ Mr. D’Ewarr. Mr. Chairman, Mr. Miller has a series of questions 
and answers that were made to the questions. 

Mr. Mrurrr. They were made a part of the record. (See p. 125) 

Mr. D’Ewarr. T would like to say that I think they are very weed 
and that they should be in the record. I think they are very helpful. 


STATEMENT OF HON. FRED G. AANDAHL, ASSISTANT SECRETARY 
OF THE INTERIOR—Continued 


Mr. Harrtson. Governor Aandahl, you may proceed. 

Mr. Aanpanwu. Mr. Chairman, there have been several questions 
come up during the hearing this morning. I wonder if you would 
want me to briefly refer to them before I read the statement which I 
have prepared with respect to preferences ? 

Mr. Harrison. I think that would be a good idea. 

Mr. Aanpant. I have just listened to the statement made by Mr. 
Nelsen to the effect that together we are in the process of renegotiating 
contracts and taking out of some of those contracts the clause that 
provided for the option to buy on the part of the Department of the 
Interior. 

We have had the Plains Electric Co-op contract; and the Plains 
Electric, G. and T. down in New Mexico under consideration, and that 
contract has been revised and the option-to-buy clause has been re- 
moved from it. 
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The same thing is true in the case of the contract that Mr. Nelson 
referred to. And wherever it is possible to rene votia te the eontract 
and take out the option to buy we are in the process of doing that, 

(Comirree Nore.-Mr. Aandahl later offered the following state- 
ment for the record:) 

The staff member of the Bureau of Reclamation vave me the above 
information at the hearing as reported above. In checking after our 
return to the office, we found that the option-to-buy clause has not 
been removed as far as the Plains Electric G. & T. ¢ ooperative is 
concerned, 

In the case of the L. & O. Generating and Transmission C oopera- 
tive the contract has been renegotiated and the option-to-buy clause 
eliminated but this still needs approval by member distributing co- 
operatives, 

Mr. McCarrny, Governor, are there many other changes being 
made m the basic contract? There has been a great deal of emphasis 
placed on this option. Are you making any considerable number of 
changes in the new eontracts ? 

Mr. Aanpant. The only change we are making in these contracts 
that I have in mind right now relate to the option te buy. and under 
the renegotiation of the contracts we are limiting the period under 
which we make a firm commitment to use the wheeling facilities 

Mr. McCarruy. In other words, you are replacing the option 
clause with another clause ¢ 

Mr. AaAnDanHL. Yes. 

r. McCarruy. Will vou explain what vou are doing, and why you 
are placing a limitation on the wheeling provisions, in the place of the 
option? 

Mr. Aannann. One of the reasons the option to buy was placed in 
the original contract is this: after a period of years, when the load 
upon the generating and transportation system becomes quite heavy, 
the wheeling fee or the power would give the Government a revenue 
that would practically pay out the entire investment. 

And the De partinent of Interior was of the opinion that if it com- 
pletely paid for the system that it should have an option to own the 
SV stem, 

And we have renegot lated the differences, and the options to buy are 
are being taken out and we are giving them the firm eommitment on 
the facilities for a 15-year period. If they exereise it, then the wheel- 
ing will be renegoti: ited. and I think that the new provision that takes 
its place will be of material advant: ge. 

Mr. McCarriuy. Would you care to say whether this option clause 
in itself was a part of the pl: in for the nationalization of the electric 
supply system of the country ¢ 

Mr. Aanpant. I would prefer not to make any comment on tha 

Mr. McCarrny. It has been implied that the past administr: tion 
did have that in mind. 

Mr. Aanpaut, I have no comment to make on that. 

Mr. McCarruy. Thank you. 

Mr. Aanpauu. Mr. Kalcevie referred to the fact o at the matter of 
applications for the cooperatives for the amount of power that will 
be sufficient to meet the needs as they are now, and their ability to 
measure the needs for 20 years hence. Of course, that would involve 
a sizable payment under the minimum annual capacity charge clause. 
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I stated at the Senate hearing, and I again state here, that as As- 
sistant Secretary for the Department of Interior, in the division 
for Water and Power Development, that I could not permit such a 
contract to be completed. It would involve a charge on the coopera- 
tives that would be just unreasonable. And under that type of cir- 
cumstance it would be just: fantastic, and I could not permit it. 

We want the cooperatives to make application for the amount of 
power that will meet their present needs, plus 1, 2, 3, 4, or 5 years’ 
growth, and under that arrangement we are of the opinion that the 
cooperatives, at least, in the western division of the Missouri Basin, 
are going to need more power to meet the contract demands in that 
basin, than will be available during the first few years of the contract 
negotiation. 

Mr. Miutrr. Is it your intention to permit or require the REA 
co-ops to enter into contracts which will in effect be a penalty on them 
because of the amount of power they asked for and do not ‘use? 

Mr. Aanpant. It is our intention to not approve a contract that in- 
volves so much power that the minimum annual capacity charge will 
become burdensome, and that power that will be needed by the co- 
operative in the future, but which might be available at the present 
time, will be reserved for them under the short-term, interim 
contracts. 

Mr. Miter. In other words, when they need additional power to 
meet their needs, they can get it without the penalty clause? 

Mr. Aanpaut. That is entirely correct. So far as new blocks of 
power is concerned, that are now coming in, that will be-——— 

Mr. Encrx (interposing). Will the gentleman yield? 

Mr. Mier. Yes. 

Mr. Encie. Mr. Aandahl, in a speech you made at Fargo, N. Dak., 
on September 20 you made this statement, and I quote this one para- 
graph: 

Therefore, after meeting the needs of the preference agencies, it is proposed 
that the remaining power be sold on equal long-lease buses to nonpreference 
agencl ies. 

Is that still the position, or has it been modified ? 

Mr. Aanpanw. That is the proposal, and it is still provided in the 
marketing criteria. However, I want to call the attention of the com- 
mittee to the fact that it refers to remaining power. Now, the re- 
maining power is the power that is left after both the immediate 
needs of the preferred customers have been met, and whatever power 
will be necessary to place under short-term interim contracts to meet 
the growing needs. 

Mr. Encore. Referring back to another statement you made, that the 

Federal power in the Missouri Basin will never be adequate to meet the 
power requirements in the basin. 

In other words, you have admitted the shortage of power, and yet 
you refer to the remaining power. 

Mr. Aanpaut. The criteria applies to three types of power: first, 
firm power; second, secondary power, and peaking capacity, and it is 
still an open question as to what the requirements and capacity of 

each will be, with regard to the secondary power and to peaking 
sariunity: 
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Mr. Encore. Governor, when you admit there is going to be a power 
shortage in that area, and that the publicly produced power will never 
exceed 20 percent of the total requirements of the basin, 1 do not see 
how you can possibly meet the responsibility for supplying public 
power to the preferred customers, 

Mr. Ruopes. The contract my colleague refers to does not have the 
withdrawal clause, for nonpreferred customers ? 

Mr. Aanpaut. I am not sure what contracts you have in mind. 

Mr. Ruopes. The contract referred to in your speech at Fargo, in 
which it was stated that the preference customers’ needs will be met, 
and the remaining power will be contracted on an equally long basis 
to nonpreference buyers. 

Did you have in mind the contracts to the nonpreference customers 
being on an equally long period, and that the contracts would have 
withdrawal clauses in them ? 

Mr. Aanpaut. No. Under the Missouri Basin power-marketing 
criteria, where we enter into a 20-year contract with nonpreference 
customers, there will not be a withdrawal clause in them. 

Mr. Ruopes. Where you enter into a 20-year contract ? 

Mr. AanpanL, Yes, 

Mr. Ruopes. As I understand the Mountain States is the only one 
that had that? 

Mr. Aanpann, With respect to the power that is under existing con- 
tract. 

Mr. Ruopes. Yes. 

Mr. Aanpaut. In addition to the new blocks of power that will be- 
come available through 1952, 1953, 1954, and on into the future. 

Mr. Ruopes. Do you anticipate any new blocks of power that can 
be considered surplus in certain areas which must be marketed on the 
basis of contracts with nonpreference customers ¢ 

Mr. Aanpnaut, As far as we ean see, the new blocks of power that 
will be available between now and 1960 are going to be needed to meet 
either the present needs or the future needs of the preference cus- 
tomers. 

As far as the firm power is concerned, we are not able to say what 
it will be after 1960 and a little bit beyond. 

Now, Mr. Chairman, I would like, if 1 may, to re: ad my prepared 
statement, with reference to the preference clause, and that really has 
been the center of a great deal of discussion that we have had here dur- 
ing these hearings. 

A preference clause for the sale of Federal power is written into 
several different statutes. Most of them are much the same. A few 
have specific differences. It is incorrect to say that Congress meant 
the same in all of them. 

The Bonneville Project Act of 1937 is the only Federal statute that 
makes the withdrawal clause a part of its preference. Apparently 
special circumstances in the area or the complexion of Congress at 
that time directed such provision. Congress, both before and after 
the enactment of the Bonneville Project Act of 1937, enacted other 
statutes providing for preference without including the withdrawal 
clause requirement. 

The withdrawal requirement establishes more than preference. It 
sets up a sizable element of exclusive right. To not recognize that 
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there are some circumstances under which power in excess of the needs 
of preference customers can be sold to nonpreference customers with- 
out the withdrawal provision is to say to the people of local com- 
munities that they must change the retail system that is acceptable to 
them, or that has been set up by them, and establish themselves as 
preference customers if they want to share permanently in any way 
in the benefits of the Federal power that is generated in their area. 
Exclusive right in perpetuity to the extent of all future needs surely 
is not the meaning of the preference law as generally used. The 
several long-term contracts made by the Department in the past with- 
out the withdrawal provision is evidence of the above interpretation. 

When a marketing pattern for Federal power has been established 
in a local community in such a way that it provides for the widespread 
distribution of the Federal power among the rural and domestic con- 
sumers of the area after having given preference to public bodies 
and cooperatives in establishing it, it should have permanency by 
long-time contracts. It should be added that the sale of power on a 
short term interim basis to a nonpreference customer, especially to a 
customer where it constitutes only a small percentage of his total 
needs, does not constitute the establishment of a local marketing 
pattern. 

The Missouri Basin power marketing criteria does not create a new 
type of preference customer that is not provided for under the law, 
41s was indicated in the hearing yesterday, but it does recognize cir- 
cumstances under which nonpreference customers should be given 
permanency and dependability in their purchase of power from the 
Federal Government. I feel that this criteria is the best administra- 
tive interpretation of the exact meaning and purpose of the preference 
clause as phrased in reclamation law and the Flood Control Act of 
1944 that has thus far been suggested. Furthermore, it is put into 
writing so that it can be a matter of open discussion and under- 
standing. 

Mr. Mier. Mr. Secretary, is. this about the first time that the 
preference clause has been put in writing? 

Mr. Aanpaut. I do not know if it has been done before or not. 

Mr. Harrison. Any further questions? 

Mr. Rocers. There is one question, Governor. In the beginning do 
you agree or. disagree with the basic theory that insofar as public 
power is concer ned, that there should be a provision in the law creating 
a distinction between preference and nonpreference customers / 

Mr. Aanpanw. Yes, I feel that the preference law as it is written 
into the reclamation law and the Flood Control Act of 1944 is a de- 
sirable and proper provision. 

Mr. Rocrers. Now, the REA—the representatives of the REA have 
testified that they do not like the criteria because they think it will be 
damaging to them. Is it true that you take the position that they will 
get no prefe rence whatever out of the change in the modus operandi, 
insofar as the sale of power is concerned, or is it your position that the 
REA will get some preference out of this criteria ? 

Mr. Aanpaut. The criteria has only a very slight reference on the 
mount of power that will be available to the REA’s, as compared to 
what might be available to them without the criteria statement. 

Mr. Rogers. You mean by that that any preference that might flow 
to them would not be appreciable under the new criteria? 
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Mr. A ANDAHL. I made the statement, onlv insofar as it relates to the 
amount of power that will be available to them. 

There are other things that are provided for in the eriteria that are 
of definite advantage to them. 

Mr. Rogers, In that regard you stated that contrary to the indi- 
cated theories of the committee, this eriteria would not set up new 
preference customers, and in that partic ‘ular I would like te point out 
that I did not intend to say that in my question or in my statement 
that new preference customers, as de fined under the law. were created. 
What I intended, and what I intend today to point out directly is this, 
in particular, bearing in mind that this eriteria creates a secondary 
type of pre ference customer. 

In other words, it does not. override the original preference cus 
tomers as exist in the law, but it does create a secondary class of pref 
erence customer, who have preference over nonpreferred customers as 
defined in the law. 

Mr. Aanpany, The outlined circumstances under which the long- 
term contracts with nonpreferred customers are justified, is indicated. 

Mr. Rogers. Very well. Now, assuming that several different 
groups could qualify under this new criteria class—the Governor will 
admit that a new elass is created in this, do you not ? 

Mr. Aanpant. No, I do not think that is correct. because we have 
long-term contracts with nonpreference customers that have been en 
tered into in the past. 

Mr. Rogers. I understand that. 

Mr. Aanpanu. The criteria does not change the eircumstances under 
which those would be entered into. 

Mr. Rocers. I am not trying to justify those things in the past which 
were entered into on the wrong basis. If they were, 1 think they 
should be corrected. But what I am getting at is this: Assuming that 
you have several groups ina particular area that could qualify under 
this secondary preferred customer class that I am referring to, and 
they get long-term contracts of, say, 20 years. Now the time will 
rome, if the evidence we have here is correct, when it is going to be 
impossible to get power, because of the shortage of power, The result, 
the overall result of that is simply this, that the intent of the law, so 
farase ‘reating the pre ferred class is concerned, 1s going to be defeated, 
because power is going to be tied up under these long-term contracts 
and will not be available to the preference customers unless there is 
some type of withdrawal clause contained in the contract to make it 
available to the preferred customers. 

Mr. Aanpauu. I would say that that situation or that opinion ap- 
plies in its full force only to the preference clause with the withdrawal 
provision as it is written into the Bonneville Act. 

Mr. Rogers. You mean that it would not affect an area in the future, 
we will say, in the Missouri Basin? Suppose you got 35 percent of 
your power tied up in these long-term contracts, which I think is con- 
eeivable, and the time came when the preference customers were mak 
ing demands for more than 100 percent of the p yrroduction of power. 
It would simply mean that: 35 percent would not be available to the 
preferred customers because it was under commitments to people 
whom you term as nonpreferred customers but who are in a preferred 
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position simply because long use has given them that position te get 
into a 20-year contract. 

Mr. Aanpanu. There are two comments I would like to make. 

First: that the 35 percent is way high so far as the Missouri Basin 
is concerned, as we see the situation. The percentage there to non- 
preference customers would be very small. 

The second observation that I want to make is that I do not feel 
that the preference clause as we find it in Reclamation Law and in the 
Flood Control Act of 1944 has any implication of preference to all 
power in perpet uity. 

Mr. Rogers. Now, that is the point I was getting at. Your under- 
standing is that it does not intend to provide for the sale of all public 
power to the preferred customers if the preferred customers want it 
and need it? 

Mr. Aannant. No. It provides for the sale of all power to prefer. 
ence customers at the time of sale; there is not any question about. 
that.- It says “in the sale.” But you sell to the preference customers 
what they need. You allow them some contract amount for their 
growth, which they want to place under contract. You can even go 
further than that. 

That is what we are doing in the Missouri Basin, when we review 
the relationships among the different types of customers and say that 
preference customers should have a sizable portion of the power held in 
reserve for them on a recapturable basis, so that they will have it 
available to meet their future growth. 

After you have done all of those things, if you still have some 
power left—either firm, secondary, or peaking capacity—which is not 
needed by the preference customers, that under the preference law 
ean be sold on a long-term basis to nonpreference customers. 

Mr. Rocers. To that extent, if it were at the time of sale, as you say, 
not needed by the preference customers, and were tied up under a long- 
term contract, that would ultimately say that the preference customers 
could only expand to a certain degree and would have to stop because 
there would be no more power av: ‘il: ible. 

Mr. Aanpant. It means it would place that much of a limitation on 
the power they could purchase ; yes sir. 

Mr. Rogers. Thank you. 

Mr. Ener. I would like to read a paragraph from the power state- 
ment issued by the Interior Department of January 3, 1946, because I 
think it bears directly, Governor, on what you are talking about. 

Mr. Aanpanu. And it represents the opposite point of view, I am 
quite sure. 

Mr. Enetr. This is what it savs, and Iam reading from subdivision 
2 of paragraph (f) of that particular statement. This is January 3, 
1946: 

No contract shall be made that operates to foreclose public agencies and co 
operatives from obtaining power from the Government project. Contracts with 
these organizations shall recognize their preferential character and assure them 
full opportunity to secure the benefits of Federal power. Contracts. with pri- 
vately owned companies shall be limited in time and shall contain provisions 


for the cancellation or modification by the Government as necessary to insure 
preference to public agencies and to cooperatives. 


Mr. Mitier. Would the gentleman yield? 
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Let me point out that that was their statement, but that was not the 
policy they followed out, because they let 1 million kilowatt-hours 
to Kaiser and Reynolds without a withdrawal clause at all, and at 
dump rates. There were a dozen others to whom the ‘vy let the long- 
term contracts without withdrawals at all. 

Mr. Enctr, Just a minute. I have not yielded the floor. 

Mr. Minter. They did not follow it through. The gentleman will 
admit that. 

Mr. Enctr. Well, we have been all through that. Bonneville a r 
was disposed of, or 1 million kilowatt-hours of it, under a special a 

Mr. Miutuer. For 30 years, 

Mr. EnNGiE, 20 years, Did you not listen to mv friend from Idaho 
here ? 

There is no use in arguing about it. What I am asking the Gov- 
ernor is whether or not this does not state the other end of the picture. 
You say they have no right in perpetul ity to go back and get this 
power, That is a definite change, is it not, from the power policy sec- 
tion which I have just read ¢ 

Mr. Aanpaunt, That is correct. 

Mr. Buper. Would the gentleman yield at this point? 

Mr. Enctr. I am not arguing the point. What I am trying to do 
is find out where these basic changes occur. This, evidently, is one of 
them. 

Mr. Aanpant, That is one of them. 

Mr. Enctr. I just wanted to put my finger on it. 

Mr. Buper. I have wondered for some time, particularly since I 
have been on this committee, just what the preference clause did mean. 
The English language apparently is not as definite and certain as it 
could be. I think Congress has been somewhat derelict in its duty in 
not spelling out these things a little more accurately. 

In line with your question and the comments which have been made 
by Secretary Aandahi, I would like to read a short colloquy here frem 
the proceec lings of the Congressional Record in the House of Repre- 
sentatives which took place on July 27, 1939, at which time the Recla- 
mation Act was amended, the p reference clause was amended and 
extended.to REA’s and cooperatives. 

Mr. Case. of South Dakota. As I read the Senate amendment it provides for 
sale with preference to public bodies, municipalities, cooperatives, and so forth, 
regardless of the yield their bid will give to reducing the cost of irrigation. 

Of course what they were attempting there was to have the sale of 
power assist in bearing the reclamation costs. That is what the 


reclamation people were seeking. 

Mr. Leavy. Mr. Speaker, it is only to clear up 1 or 2 misunderstandings that 
have arisen during the course of the debate that I take the floor at all. 

It has been the policy of the Reclamation Service, made so by the Act itself, 
the basic law, that they may give preference to municipalities and public corpo- 
rations in the purchase of power. This amendment goes one step further and 
includes cooperatives and rural electrification projects. The gentleman from 
South Dakota, and there is no better friend of reclamation in this House than 
he, is under a misapprehension when he says that this law will require that 
such preference be given irrespective of the bid. That is not the fact. If a 
private corporation makes a better bid, then, under this law, it will become the 
duty of the Commissioner of Reclamation to consider that fact, but when the 
two make bids that are equal, it becomes his duty then to give preference to 
the public corporation, or cooperative, whether it be a city, town, cooperative, or 
rural electrification project. 
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In other words, what they were trying to do was to secure the most 
money to assist in paying off the reclamation projects. 

Mr. Eneie. Will the gentleman yield back to me for just 2 minute? 

Mr. Bupee, Certainly. 

Mr. Encore. I want to know whether the gentleman thinks a colloquy 
on the floor of the House can bind the Congress of the United States 
when something occurred over in the Senate that was different? Just 
who wields the big stick around here? 

Mr. Buper. You asked mea question. I guess you will vield to me 
for the answer. 

Mr. Eneir. Yes. Very briefly, please. 

Mr. Bupcr. We have had a Tice ‘ussion here for 3 days about the 
preference clause and how it should be construed by the Depar tment of 
Interior. Certainly the proceedings in the House of Representatives 
at the time the law was passed throw some light on what was intended 
by the peop le who passe »d the bill. 

Mr. Eno te. I am not prepared to concede that at all, from a very 
handpicked reference in the debates. I could probably shuflle through 
those cards and find a pretty good hand for myself. 

Mr. Bupcr. I would be happy if you will. 

Mr. Enexe. If I could pick my hand out of the deck. 

Mr. Miurr. I would like to ask the Secretary a question. 

September 9, 1953, the Secretary of Interior issued a marketing 
criteria for the western division, Missouri Basin: Colorado, Wyo- 
ming, and the western section, I notice section 9 says this: 

Dump energy sales will be made with a view to obtaining the maximum 
revenue. When the revenue from such sales from several customers falls within 
the same rate block, the preference in delivery of dump energy will be given to the 
preference class customer, 

Can you tell me what the significance of that statement is 

Mr. Aanpaun. Well, dump energy is energy that is wk for 
ordinarily only a few days or a few weeks at a time. It must be picked 
up by the customer who shuts down steam capacity and pays something 
less than his fuel costs, if he would be running his own steam plant. 

Mr. Mitier. And it goes to the preference customers first ! 

Mr. Aanpantu. Yes, and it will be offered in blocks. A block will 
be offered at this price. If both preference customers and nonprefer- 
ence customers bid for it at that price it will be given to the preference 
customers. 

Mr. Mitier. Thank you. 

Mr. Aanpaut. If it is not sold at all it will be placed in the next 
block and the same process repeated. 

Mr. Enair. May I ask one further question ? 

Governor, do you regard the rural electric cooperatives as a form 
cf private enterprise ? 

Mr. Aanpanv. Yes, I do. I have stated so on many occasions. 
They are organized as cooperative corporations under State law. 
They borrow money from the Federal Government. to finance their 
operations. Many other businesses do that. I feel they are very 
definitely a form of private enterprise. 

Mr. Encue. I observed your statement in your speech at Fargo to 
that effect. That raised this question in my mind, because you have 
said, on September 4, and I quote: 
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The availability of remaining power te nonpreference customers, together with 
the prospective reduced differential in the price of Federal and locally produced 
power, should inaterially reduce the unfortunate pressure on local communities 
to establish local publie power entities just te make Federal hydropower avail 
able to themselves. 

Now, as I understand it, the sole funetion of these rural electric 
cooper: atives is to make Federal power available te themselves. You 
say that it is the function of private enterprise, but you do not want 
it to happens is that what we should conclude from this statement on 
page 4 of your speech ? 

Mr. Aanpaut. I do not get the significance of your question there 

Mr. ENGLE. I do not see how you reconeile the two statements. 
You say that these rur: il electric cooper: atives area function and a form 
of free e nterprise, but you turn around and criticize the establishment 
of local public power entities, 

Mr. Aanpaun. No, I do not eriticize the establishment of local 
public entities—yes: of loc al pub he power, But l do eritie ize any 
influence that the Federal Government has been exerting to create 
public power at the local level. 

You must bear in mind further that the REA cooperatives, while 
they are a form of private enterprise, are also designated as prefer- 
ence customers under the law, and they have the same relationship to 
the available power that munie ipalities and ether Teeal public bodies 
have. 

Mr. Eneve, Tam just very glad to get the point on the record that 
the Interior De partment, Governor, does reg: rard these rural electric 
cooperatives as a form of private enterprise, because there has bee na 
disposition, I think, to draw a line between them on ene side and other 
forms of so-called private enterprise on the other. 

Mr. D’Ewarr. I have one question, 

Mr. Harrison, Mr. D’Ewart. 

Mr. D’ Ewart. (rovernor, reference has been made time and time 
again to your speech and the inferences drawn and the fear brought 
out that there was a plan to raise rates in the Missouri Basin. Would 
you like to discuss that point a little bit ? 

Mr. Enerr. Will the gentleman yield for a short quote! T weuld 
like to ask him to explain this. 

Mr. D’Ewart, I have the quotation before mie, and I think the Gov 
ernor knows it, too. 

Mr. ENGLE. Please explain the underlined section oh page ‘. 

May J ask in connection with th: at: Is this a copy from the Interior 
Department’s own release system down there? 

Mr. Aanpant., Yes, this was multigraphed in the Interior 
Department. 

Mr. Encore. The reason I ask that is that I noticed particularly the 
underlined sections. One of the underlined sections is the one I have 
referred your attention to on page 4, I think the reproduction in the 
record should show the emph: ISIS. 

Mr. D’Ewart. I would like to also eall the Governor's attention to 
the top paragraph on page 6, in which you enlarge on your statement 
in page 4. 

Mr. AANDAHL, Now I have several questions before mie, 

Mr. Encir. The committee does not have those quotations. 

Mr. D’Ewart. I have the floor, Governor. 
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Mr. Aanpanu. Yes. Your first question was any comment that I 
wished to make with respect to the inference that came out of this talk, 
as well as others, that there might be an increase in power rates. 

Mr. D’Ewarr. In the Missouri Basin, 

Mr. Aanpaut. In the Missouri Basin. I want to read directly from 
the remarks that I made at the interagency meeting in Fargo, starting 
in the middle of page 5: 

Federal law provides that Federal power shall be seld at the lowest rates 
consistent with good business, It is pretty well established that the investment. 
in hydroplants and in transmission lines should be amortized in 50 years with 
interest. In addition to that, operating costs and maintenance costs must be met. 
30th administratively within the Bureau of Reclamation and by aets of Congress 
it has now become an accepted procedure te use power revenues in addition te 
the above-stated requirements to aid in repaying irrigation costs which are 
beyond the water users’ capacity to repay. In the Missouri Basin we expect a 
sizable growth in irrigation. Unless power revenue is available as an aid to irri- 
gation, that development will not be possible. Furthermore, the construction of 
hydroelectric plants and transmission lines has been in progress during the past 
years of rapid inflation. The final cost is larger than was at first anticipated. 
There are, therefore, many reasons for expecting that power rates will be some- 
what higher than have been indicated up te the present time. 

The matter of power rates is now being carefully reviewed by the Corps of 
Engineers, the Department of the Interior, and the Federal Power Commission, 
The rates will be kept at the lowest possible figure, but we must be realistie and 
recognize the costs and expenses that are properly allocated te power, 

I might say——- 

Mr. Enoue. Let us read the next sentence, 

Mr. Aanpant. I will read that and bring emphasis on it. 

I might add further that a first glance at analyses that have been 
made indicates that construction agencies—the Bureau of Reclamation 
and the Corps of Army Engineers—have gone to Congress for appro- 
priations and have indicated that so much of the cost is yoing to be 
allocated to flood control, so much to navigation, so much to pollution 
abatement, so much to irrigation, — so much to powers and then 
when the power-marketing agency picks up the responsibility of mar- 
keting that power and works out a schedule to determine the rate at 
which it should be sold a different formula is used and the alloc ‘ation to 
power is less than was presented under the other circumstance. 

Well, at the present time the Department of the Interior and the 
Corps of Engineers are trying to work out a cost allocation method 
that will be acce pti able to both, and that will also be acee pti able to the 
Federal Power Commission and to the Bureau of the Budget, that has 
to pass upon appropriation requests, 

We do not know how far we are going to get along on that, but 
when you take increased costs because of inflation, when. you take the 
matter of cost allocations, and when you take the matter of paying 
the cost of irrigation projects in addition to the water users’ capacity 
to repay, there are fac tors there that point in the direction of some m- 
crease in the power rates in the Missouri Basin. That is the thing to 
which I called attention here. 

Now, then, the sentence which is empahsized is this: 


It is time that we get away from the idea of giving power away at the taxpay- 
ers’ expense for the purpose of stimulating local public power and later its ab- 
sorption by the Federal Government in an objective headed toward ultimate 
complete Federal Government monopoly of power. 


Mr. Enate. Is it your viewpoint, Governor, that we have been giv- 
ing power away ? 
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Mr, Aanpaut. Insofar as the power revenues do not meet the bill 
of a proper cost allocation, insofar as the interest component that 
should go to the Treasury is used for other purposes in order that the 
power rate may be held down, insofar as we do not recognize the in- 
creased costs of the project whiie h should be re pi ald, then we are giv- 
ing power away at the taxpayers’ expense. 

Mr. D’ Ewart. Before there is any increase in power rates in the 
Missouri Basin will you come before this committee and |: LV the facts 
and circumstances and the j justification before us so that we will have 
an opportunity to look them over? 

Mr. Aanpant. We will be very gl: ad to confer with the committee, 

Mr. McCarruy. Mr. Chairman, as I understood the statement by 
the Director of the REA, in answer to the question of the gentlemaa 
from California, he said that as Director of the REA he was not con- 
sulted before these January 1 criteria were announced, In 2 or} days 
of hearings here we have had no testimony from the anes fe ‘rence 
users of public power. 

Could you tell me whether the Department of the Interior held any 
hearings or any conferences with some of these private utilities or non- 
preference users that are purchasing publie power ¢ 

Mr. Mitier. Will the gentleman yield? 

Mr. McCartuy. Yes, 1 would be glad to. 

Mr. Mrizer. Of course, all the REA’s are preference customers. 

Mr. McCartny. Excuse me; I meant nonpreference customers. We 
have had no testimony here from nonpreference customers. 

My question is as to whether or not the Department of the Interior 
has had any testimony from them or any conferences or any hearings 

with them. 

Mr. Aanpant, I think probably I had better give you a brief state- 
ment of what happened in developing the criteria. 

Mr. McCartny. All right. 

Mr. Aanpaut. The Department of the Interior power policy that 
was issued on August 18 was under consideration by the Department 
for a long time. It was brought to the attention of Mr. Nelsen and 
his comments were received before it was released. It was also brought 
to the attention of other interested Federal departments. It was con- 
sidered at a Cabinet meeting. It was discussed with some of the 
Members of Congress before it was released. 

Now, when we came to preparing the Missouri Basin power-market- 
ing criteria which, after all, is a direction to our field force and is 
intended to implement the work of contract negotiations so far as our 
field force is concerned, we did not have an opportunity to discuss 
that with Ancher Nelsen. He was out in the field at the time we were 
about ready to release it. 

It was prepared in the Bureau of Reclamation and in the Depart- 
ment of the Interior with very little specific consultation outside. 
But during the period that I have been in the Department of the 
Interior I visited with many people who were interested in the power 
policy and the implementation of the power policy in the Department 
of the Interior. There were several delegations of REA groups that 
came into the office to see me. 

Well, all through the period there were individuals representing 
both public and private power that came in there just casually, visiting 
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about the overall problems that were involved. We did not have any 
conferences for the specific purpose of talking about the power policy 
or the power-marketing criteria that I know of or that I atte nded, 

Mr. McCarruy. Could I ask you this: Did you have any communi- 

cations from nonpreference users that could be made a part of the 
record here; because we have not had any testimony from nonprefer- 
ence users. All we have received are the arguments from the adminis- 
tration officials representing in a very general way the problem which 
I am sure the agg FPR users have to face, 

Mr. Aanpant. I do not have any communication in mind that deals 
specifically with i There may be something. I would be glad to 
check and see if we have anything down there which relates to it. 

Mr. McCartny. If you have : anything tht you think would help fill 
out the record I would appreciate it. 

Mr. Aanpaut. The fact of the matter is that we held no conferences 
with respect to the marketing criteria. We did go into considerable 

conferences and consultation with respect to the overall power policy. 

Mr. Mitier. I might say that as chairman I have received no com- 
munications from any of the nonpreference users asking that they 
be heard. Maybe some member of the committee has had some, but 
I have received none. 

Mr. Rocers. May I ask just one short question ? 

Governor, I believe you stated that the Mountain States contract 
was the only one that had been analyzed so far as their future needs 
were concerned. Can you tell me how much longer that present con- 
tract has to run? 

Mr. Aanpant. I do not have that data in mind. I wonder if my 
staff might have that information. 

Mr. Rocers. If we could get it for the record I would like to have 
the length of time that has to run; and also the other contracts that 
were in existence that were talked about yesterday. 

Mr. Aanpanu. Just a moment. 

Mr. Miter. I hope that can be supplied, because Mr. Linn and Mr. 
Lyons from Nebraska raised that question yesterday with the Secre- 
tary, as to the length of time the contract ran with the nonpreference 
customer. 

Mr. AAnpanL. Just a moment, Mr. Chairman, I have the tnfor- 
mation right here in my file. It was hnded to me this morning and 
for the moment I had forgotten about it. 

The Mountain States Power Co. has a contract dated May 15, 1950, 
The amount of firm power is 9,000 kilowatts. The expiration date is 
July 31, 1959. The contractor may terminate on 18 months’ notice 
after January 31, 1952. The amount of secondary power is 3,000 
kilowatts. 

That information is not complete, because I think there are other 
contracts with the Mountain States Power Co. 

Mr. Harrison. Would you check that, Governor, and submit it for 
the information of the gentleman who asked the question and also 
for the record ? 

Mr. Aanpanu. Yes. This information is correct so far as this one 
contract is concerned, but I know the Mountain States Power Co. has 
more contracts than this. 

(The information is as follows: 4 
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SuMMAnyY oF ALL Mountain Srates Powrn Co. 
RECLAMATION 


Contrracrs WITH BUREAU OF 


Contract No.: 179r-2101. 

Tate: January 1, 1950. 

Expiration: December 31, 1959, 

Firm power: 13,610 kilowatts, 

Secondary: 1,000 kilowatts, 

Contract No. : 181r-1260, 

Date: May 15, 1950. 

Expiration: July 31, 1959 (may be terminated after January 31, 1952, by 
company on 18 months’ notice.) 

Firm power: 9,000 kilowatts, 

Secondary: 3,000 kilowatts, 

Contract No.: 181r—1502, 

Date: January 10, 1952, 

Expiration: December 31, 1961 (may be terminated after April 1, 1957, by 
company on 6 months’ notice.) 

Firm power: 1,500 kilowatts, 

Mr. Harrison. If there are no further questions I believe that com- 
pietes what the Governor wants to say. 

I believe Chairman Miller has a statement to make at this time. 

Mr. Miuier. Mr. Chairman, I wish we had more time to hear some 
of the REA groups. I believe it was your intention pe rh: aps to hear 
Mr. Ellis at a future date, if a time ean be arranged, since he will be in 
town. I think it would be well if anv of the REA managers or groups 
here have any questions they feel have not been answered that they 
submit them to the committee, and we will then submit them to Mr. 
Aandahl or to the proper Government official. 

I might say that I feel, as chairman of the full committee, that we 
should have these hearings printed. It will take a little time to get 
them printed. Then they will be available to the interested groups. 

I believe Mr. Davis, the Solicitor, had a statement he wanted to file. 

Mr. Harrison, If there is no objection from the committee, that 
can be done. 


STATEMENT OF CLARENCE A. DAVIS, SOLICITOR, DEPARTMENT OF 
THE INTERIOR 


Mr. Davis. Mr. Chairman, I would like to ask this: I have prepared 

a statement covering the preference clause and most of these others. 
1 think it would be very helpful to the committee, to get our feet on 
the ground a little bit and look at what some of this language actually 
says sand what has actu: lly been said about it. 

T would like to supply that, but I would also like to ask—— 

Mr. Asprnatt. Mr. Chairman, I wish to know if that statement 
includes all the acts beginning with 1906 down to the Flood Control 
Act of 1944, 

Mr. Davis. That is right. That is what I wanted to do; to get them 
in chronological order as to these particular clauses, so that we could 
all have the benefit of seeing in chronological order what we were 
talking about. 

I would be glad to submit that statement in writing. On the other 
hand, if you expect to meet and hold other hearings for Mr. Ellis, for 
instance, I think I would personally prefer to subject myself to cross- 
examination. 
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If you will govern yourself accordingly, Mr. Chairman—if you doe 
hold a meeting I would be glad to testify ; : if you do not, 1f you will 
advise me I will be glad to submit a written statement. 

Mr. Harrison. We would like to have your statement. 

We assure you that at the next meeting, when Mr. Ellis is heard, 
you will be given an opportunity to be heard, also, 

(Mr. Davis’ statement is as follows:) 


STATEMENT BY CLARENCE A. Davis, SOLICITOR OF THE DEPARTMENT OF THE INTERIOR 


Mr. Chairman and gentlemen of the committee, a review of the record hereto- 
fore made before the eommittee indicates that the Assistant Secretary has 
answered time after time all of the questions, the objections, and the criticisms 
made by the various witnesses. 

It is obvious from the testimony of the witnesses that there exist some vers 
serious misunderstandings on the part of some of the witnesses with reference 
to the Federal law relating to these matters and to the responsibilities of the 
Department of the Interior. It is likewise apparent that there are profound 
philosophical differences as to the proper role of the Federal Government in the 
economy of the electrie industry. I think it is apparent that a large part of 
the controversy grows out of the basic philosophical and political differences, 
of which the power marketing criteria for the Missouri Basin is only a symbol. 

It seems to me that if this entire controversy is to be considered on its merits 
from the standpoint of the Federal law involved, following the requests of some 
members of the committee; it is desirable to state the legal position of the 
Department with reference to the production and sale of the electric energy. 
To do so it is deemed important to briefly review the Federal laws relating to 
the production and distribution of electric energy as they have been enacted by 
the Congress throughout the years. 

The first Reclamation Act was passed in the days of Theodore Roosevelt in the 
year 1902 (82 Stat. 888, 48 U.S.C. 391). It was entitled, ‘An Act Appropriating 
the Receipts From the Sale and Disposal of Public Lands in Certain States and 
Territories to the Construction of Lrrigation Works for the Reclamation of Arid 
Lands.” That act provided, in substance, that all moneys received from the sale 
and disposal of public lands in a group of 16 Western States should be set aside 
as a special fund in the Treasury to be known as the Reclamation Fund and was 
“to be used in the examination and survey for and construction and maintenance 
of irrigation works for the storage, diversion and development of waters for the 
reclamation of arid and semiarid lands in the said States and Territories * * *.” 
That general purpose, which has never been changed, still expresses the primary 
obligation of the Department of the Interior, although as I shall point out, in 
later acts the Department does have some power marketing responsibilities that 
are not necessarily connected with the irrigation of arid lands. 

It was not until 1906 (34 Stat. 116) that the generation of electricity in con- 
nection with this storage of water ‘was recognized by the Congress, and then it 
said that “whenever a development of power is necessary for the irrigation of 
lands under any project undertaken by the said Reelamation Act, or an oppor- 
tunity is afforded for the development of power under any such project, the See- 
retary of the Interior is authorized to lease for a period not exceeding 10 years, 
giving preference to municipal purposes, any surplus power or power privileges, 
and the moneys derived from such leases shall be covered into the Reclamation 
Fund and be placed to the credit of the project from which such power is de- 
rived, provided that no lease shall be made of such surplus power or power privi- 
lege as will impair the efficiency of the irrigation project.” 

Here, for the first time, appears the word “preference” in connection with the 
sale of Federal power, but note carefully that this early act gave preference to 
municipal purposes. It will be noted that this act did not create a class of 
preference customers. It did create a preference for public uses. 

This policy continued substantially the same.until the passage of the Boulder 
Canyon Project Act in 1928, and that act, as you will recall, authorized the Sec- 
retary of the Interior to construct the Boulder Canyon project, to sell the water 
therefrom for irrigation and domestic uses and the generation of electrie energy 
and “delivery at the switchboard to States, municipal corporations, political sub- 
divisions and private corporations of electrical energy generated at said dam 
upon charges that will provide revenue, which, in addition to other revenue 
accruing under the reclamation law, will, in his judgment, cover all expenses of 
operation and maintenance incurred by the United States * * *,.” 
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As you are all aware, under the provisions of this act the Interior Department 
sells falling water to various public and private corporations at the Hoover Dam 
site. Again, the primary obligation is the liquidation of the debt of the project. 

The next major legislation of the Congress with reference to electric power was 
the passage of the Tennessee Valley Act. 


The Tennessee Valley Act, as you 
know, is a special act governing a special region, under a special Authority. The 
Authority is not under the eontrol of the Department of the Interior in any 
respect whatever. The act is not of general applicability to the question of a 
national power policy which I expect to discuss. 

In the act of 1935 authorizing the «onstruction of Grand Coulee, it is recited 
that the project is being built “for the purpose of controlling floods, improving 
navigation, regulating the flow of streams of the United States, providing for 
the storage and for the delivery of the stored waters thereof, for the reclamation 
of public lands and Indian reservation, and other beneficial uses, and for the gen 
eration of electric energy as a means of financially aiding and assisting such 
undertaking.” Later, in 1943, the operations at Grand Coulee were plac ed un 
the provisions of the Reclamation Project Act of 1989. 
directives regarding electric power 
the general reclamation laws. 

In the Bonneville Power Administration Act of 1937, the Interior Department, 
through the Bonneville Power Administrator, was directed to dispose of energy 
“in order to encourage the widest possible use of all electric energy that can 
he generated and marketed and to provide reasonable outlets therefor and to 
prevent the monopolization thereof by limited groups”; and ‘the Administrator 
was authorized, therefore, to «construct such transmission lines and substations 
as might be advisable to accomplish these purposes. In the Bonneville Act the 
preference clause was extended still further to provide “that the Administrator 
shall at all times, in disposing of electric energy grenerated at said project, 
sive preference and priority to publie bodies and cooperatives,” and this policy 
was further followed by provisions that any contracts with private utility cor 
porations must contain provisions for the eancellation of the contract or the 
withdrawal of portions of the power thereof upon 5-year notice Whenever in 
the judgment of the Administrator the power is needed for the use of preference 
eustomers. This provision for the withdrawing of power from others for the 
benefit of preference customers is unique to the Bonneville act. It is not a part 
of the general reclamation laws; it is not a part of the Flood Control Act of 
1944; and the fact that it has been omitted from these acts by subsequent actions 
of the Congress would indicate that it is not of general applicability. 

Here, in the Bonneville Act, for the first time the change was made for dedi- 
eating power generated at Government projects to Government or municipal 
purposes over to that.of “giving preference and priority to public bodies and 
cooperatives,” regardless of the use which they might make of the power. There 
is a vast deal of difference in these twe conceptions. The original reclamation 
conception was apparently based upon the theory that the savings in power 
costs, if any, generated by projects constructed at taxpayers’ expense should be 
passed back to the taxpayer by using the power for public purposes. The latter 
conception, expressed in the Bonneville Act and some subsequent acts, is a 
eonception that the savings in power costs, if any, at projects built at Govern 
ment expense, should be passed on to those marketing agencies of a public na- 
ture, regardless of whether they use the power for public purposes or for resale 
purposes. This language and similar language in other laws relating to water 
and power has made available in some areas very substantial blocks of hydro- 
electric energy which these public organizations have marketed to municipalities, 
to industries, and to private individuals, much of which is not used for the 
public purposes contemplated in the Original 1906 Reclamation Act. In other 
respects the general policy laid down at Bonneville is not substantially different 
from that of the general reclamation laws. 

In the Fort Peck Act of 1938, the Department was again directed to operate 
the project “for the benefit of the general public and particularly of domestic 
und rural consumers * * * disposing of electric energy generated at such proj- 
ect, giving preference and priority to public bodies and cooperatives.” 

The Reclamation Project Act of 1939 provided that: “Any sale of electric 
power or lease of power privileges made by the Secretary in connection with 
the operation,of any project * * * shall be for such periods not to exceed 40 
years and at such rates as, in his judgment, will produce power revenues at 
least sufficient to cover an appropriate share of the annual operation and 
maintenance cost, interest on an appropriate share of the construction invest- 
ment at not less than 3 percent per annum, and such other fixed charges as the 
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Secretary deems proper: provided further that fn said sales or leases preferences 
shall be given to municipalities and other public corporations or agencies * * *" 
and to cooperatives and other nonprofit organizations financed by the Rural 
Electrification Act. 

Note that here, following the policy of the Bonneville Act which had been 
passed 2 years previously, the preference is to the type of marketing organiza- 
tion, that is, “to municipalities and other public corporations or agencies * * *,” 
rather than to “municipal purposes” as were described in the original 
reclamation laws. 

The attention of the committee should be directed te the fact that all of these 
acts were bottomed upon the theory that the energy should be disposed of to 
help liquidate the cost of the project. This is elearly spelled out in the Grand 
Coulee Act, which provides “for the generation of electric energy as a means of 
financially aiding and assisting such undertaking.” From this language 1] 
would infer that the storage of water, the reclamation of public lands and 
Indian reservations and other beneficial uses were the primary purpose and 
obligation of the project, and that the electric energy and its sale is an incident 
to such undertaking. 

Your attention should further be directed to the language of the Bonneville 
Act, which requires the Secretary to dispose of energy “in order to encourage 
the widest possible use” and “to prevent the monopolization thereof by limited 
groups.” Your attention is directed to these clauses because they would appear 
to be fully as much a directive to the Secretary as is the preference clause 
above set forth. 

Your attention is further directed to the Fort Peck Act, which recites that 
the Secretary is directed to operate the project “for the benefit of the general 
public and particularly of domestic and rural eonsumers.” 

In the Flood Control Act of 1944, which is the act controlling a great many 
of the projects in the Missouri Basin, with which the committee is now par- 
ticularly concerned, the Secretary of the Interior is designated as the marketing 
agency of power generated at flood-control dams constructed by the Corps of 
Army Engineers, and in this case he is given the following criteria: 

He “shall transmit and dispose of such power and energy in such manner as to 
encourage the most widespread use thereof at the lowest possible rates to con- 
sumers, consistent with sound business principles, the rates schedules to become 
effective upon confirmation and approval by the Federal Power Commis- 
sion * * *.” Preference in the sale of such energy “shall be given to publie 
bodies and cooperatives.” The Secretary is authorized “to construct or acquire 
only such transmission lines and related facilities as may be necessary in order 
to make the power and energy zenerated at such projects available in wholesale 
quantities for sale on fair and reasonable terms to facilities owned by the Fed- 
eral Government, public bodies, cooperatives, and privately owned companies.” 

You will note that this act adds the further obligation upon the Secretary to 
“encourage the most widespread use thereof at the lowest possible rates to con- 
sumers, consistent with sound business principles.” 

These paraphrased excerpts, I believe, are adequate to give you a broad view 
of such statutory power policy as has been laid down by the Congress of the 
United States. It is clear that all of them are based primarily upon the dis- 
posal of hydroelectric energy which is generated incidentally in connection with 
the construction of irrigation works or flood-control dams. All of them con- 
tain directives to the Secretary, differing slightly in wording, but directed 
toward the sale or the energy (a) “for the benefit of the general public and 
particuiarly ef domestic and rural consumers”; (0) “to encourage the widest 
possible use”; (c) to market “consistent with. sound business principles”; and 
(d) in all of them to give preference to public bodies and cooperatives. 

It is very interesting to discover that nowhere in the reports of the commit- 
tees, or even in the discussion on the floors of the Houses of Congress, has there 
ever been any adequate attempt at definition of the word “preference” or of 
the scope of the preference clause. It does seem clear that the primary obliga- 
tion of the Secretary of the Interior is the welfare and prompt liquidation of 
the project from which the energy is created. This has been so from the be- 
ginning. One of the very few interpretations of the preference clause which we 
have been able to discover is in an opinion of the Attorney General of the 
United States during the administration of President Wilson. The opinion will 
be found in 30 Opinions of Attorneys General 197. In that case the Secretary 
of the Interior had entered into a transaction with the Pacific Gas & Electric 
Co. by which a reclamation project was purchasing power and energy for an 
area in the State of Arizona, and the Pacific Gas & Electric Co. had retained 
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the business in the ejty of Phoenix. The eontract provided, among other things, 
that while the Government was serving power to that private corporation, it 
would “refrain from a general retailing of power to customers in the city of 
Phoenix” and from “furnishing power to anyone in said city to be again sold or 


en retailed.” The questions were, first, whether such an agreement violated the 
+3 preference elause, and, second, whether it was in violation of the antitrust laws? 


The Attorney General held that it did neither and was a proper contract, and in 
that opinion used this language: 
“Through leases of this eharacter, each project is to be. made, to the extent 


ral 


Se possible, the means of paying for itself. The money proceeds operate to reduce 
i pro tanto the financial burdens which must ultimately fall upon the water 
ne 


users. Therefore it is the first duty of the Secretary to eonsider the welfare 
of the project and the water users. The duty to prefer municipal purposes in 
the making of leases is secondary and incidental. If, where a surplus of power 
became available, opportunities should occur to dispose of it for municipal 


of 
nd 


nd uses, and the terms offered in return were at least as advantageous to the proj- 
‘nt ect as the terms offered in behalf of other uses, it would be the duty of the Secre- 
lle tary to make the lease for the municipal uses, but not so if, in his judgment, 
' the contract would prove more profitable if made in the other way. If the 
ize ease for municipal uses promised less advantage, he could not make it without 
fed favoring the mere incident of the statute to the detriment of its prime object.” 
oar I fully recognize that this opinion was written prior to most of the large hydro- 
Ise electric developments now under the control of the Department. On ibe other 

hand, it is noteworthy that no modification of that opinion has been pointed out. 
da There is some discussion in the Convressional Record that tool place « the 
ral floor of Congress from time to time in connection with the passage of these 

various bills. Without burdening the committee with reciting those various 
ny eolloquies of the Members of the House, it may be said that they did represent 
— somewhat diverse views, but that none of them indicate any clear acauiescence 
ing 


by either House of Congress in the interpretation which various Members have 
undertaken to make. 
I might also say for your information that I have requested the general 





to counsels of the various power-marketing agencies of the Interior Department, all 
On- of whom have occupied those positions for several years under previous admin- 
me istrations, to supply te me any interpretations of the preference clause or 
MS opinions relating thereto which. they have prepared during recent years I have 
tie been informed by all of them that no such opinions have been written | V 
ire of them. I should add that so far as we have been able to nscertain, the inte 
ler pretation of the language of these various preference ¢lauses has never been 
ale rendered in any judicial opinions, and censequently, the benefit of judicial 
ed- interpretation is entirely lacking. 

6.” I shall not attempt to explain why there have been no formal legal opinions 
to ever expressed by either administrative lawyers or the judiciary regarding 
On language which is so elearly provocative of different interpretations 

| In the absence, therefore, of judicial or eongressional interpretation of the 
ew preference ¢lause, I should like ta point out to the committee some of the 
the potential problems which arise in eonnection with the administration of this 
lis- act, in situations in which the amount of Federal power produced is not sufficient 
‘ith to satisfy all of the demands that are made upon the Department. For instance, 
on- may I point out to you that a very serious eonflict may arise between the man 
ted date given to the Secretary to “dispose of such power and energy as to encourage 
ind the most widespread use thereof” and the language “giving preference to public 
lest bodies and cooperatives.” It is not necessarily true that sales to public bodies 
ind and cooperatives represent the most widespread use, and that may be particularly 

true where the public bodies, in turn, resell energy to a single large industrial 

nit- user, a situation which has already arisen in some quarters and which poten- 
ere tially may arise at any time. 

of The Department has dealt, and will «entinue to deal, with public bodies and 
gae | cooperatives, upon the general presumption that they do encourage the most 


widespread use, at the lowest rates, but I should ask the committee to remember 
that this is not necessarily and in all instances true. 

I should also point out to you that some of these acts require distribution 
primarily for the benefit of domestic and rural consumers. This language cannot 
always be reconciled with the preference clause, if the agency having the so-called 
preference insists upon exercising its preference and reselling to industry power 
which might be sold to others who would deliver it to domestic and rural con- 
an sumers. A potent argument can be made that if there are savings in the cost 
of production of electric energy by the Government, that benefit should be dis- 
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tributed first to governmental agencies which presumably benefit all of the 
public, and next to the largest number of people possible, namely, the domestie 
and rural consumers referred to in the act, no matter by whom served. 

May I suggest that as time goes on, this problem will become an acute one, 
because as industry develops in the area served by preference customers, the 
conflict between the industrial user and the domestic and rural consumers is 
likely to be intensified. 

With ne congressional or judicial interpretations to guide me as a lawyer, I 
cannot say with any degree of certainty what interpretations might be given 
this language if the matter resolved itself into litigation, although in all candor 
it should be pointed out that many of these other directives appear in the same 
act and as a part of the same paragraphs which contain the preference clause, 
and that situations may arise in which it will be difficult to give effect to one 
elause of the paragraph and ignore the remainder, 

There is also running through the testimony a elear Implication on the part 
of the witnesses regarding the Federal obligation to extend transmission lines 
for their service benefit. About the fundamental authorization of the Depart- 
ment to do so there can be no question, but the extent of such lines in connection 
with the marketing of power under the preference clause raises many difficult 
questions, 

It seems to me there can be no question that at the beginning of a project, at 
the time the power is first offered on the market, the language is clear that all 
public bodies and cooperatives within a reasonable marketing distance should 
be given the right over other purchasers to buy the energy. But even that is 
not as simple as it sounds. Assume a project with 100,000 kilowatts of energy 
to sell. Within a radius of 100 miles of that project, or some reasonable market- 
ing area, there are certain public bodies and cooperatives whose electrical needs 
at the time are 50,000 kilowatts. There seems to be no question that they are 
entitled to purchase the 50,000 kilowatts, but what about the remaining 50,000 
kilowatts? Within that 100-mile radius there may be numerous industries, com- 
mercial ventures, private utility corporations and other potential purchasers of 
that energy. Perhaps 200 miles away are other public bodies and cooperatives, 
Should the Government carry that energy and build transmission lines the second 
100 miles for the benefit of public agencies and cooperatives, or should that 
energy be sold to nonpreference customers within that 100-mile radius? Also, 
there is a preference customer 300 miles away. Should the Government under- 
take to carry that energy 300 miles to sell to the preference customer, or should 
that energy be sold to nonpreference customers within the first 100-mile normal 
marketing radius? Those who advocate the unlimited extension of Federal 
power would undoubtedly take the position that the Government was under 
obligation to extend its lines indefinitely so long as it has power to sell and so 
long as there are preference customers who can be found te sell to, The logical 
result of that policy, however, is that it results in a sale exclusively to publie 
agencies. The word “preference” by definition seems to imply a choice between 
alternatives—a choice between prospective customers. The position I have sup- 
posed, therefore, of unlimited extension of Federal transmission or Federal 
marketing, regardless of distance, would seem to run contrary to the implications 
in the word “preference.” Also the mandate to follow “sound business prin- 
ciples” unless ignored would seem to impose some limitations in the hypothetical 
situation I have been discussing. 

There is still another phase of the problem which is equally the subject of 
dispute and of various interpretations. 

Suppose again that our Federal plant generates 100,000 kilowatts and our 
preference customers within a reasonable marketing area (whatever that might 
be determined to be from an engineering standpoint) use only 50,000 kilowatts. 
What are the obligations of the Government with reference to the remaining 
50,000 kilowatts? Should that energy be sold to nonpreference customers for 
the sake of increasing the Government’s income and therefore facilitating the 
liquidation of the cost of the project, or should the Government hold that 50,000 
kilowatts in reserve for the benefit of the expected future growth of its pref- 
erence customers? And if it holds that 50,000 kilowatts in reserve for its 
preference customers, should it make a charge for this capacity which it is 
holding in reserve, or should it hold that reserve capacity without any charge 
until such time as the preference customer wishes to use it? 

It must be realized that this 50,000 kilowatts of idle capacity represents an 
investment of at least $10 million on which the Federal taxpayer received no 
return so long as it is held’ in reserve without charge. It has been said that 
this reserve capacity will not go unused but will be sold to others, and this has 
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been true in some cases, T would suspect largely beeause since the beginning 
of preparation for World War II there has been a eonstantly growing need for 
industrial power which has made it possible te market whatever energy has 
been available. 

From the long range standpoint, however, it must be remembered that if 
energy is held subject to the «all for withdrawal by preference eustomers, as the 
preference customer's load grows, that power is not very dependable to anyone 
else, and it would normally have te be sold on a short-time or dump-power basis 
and fail to realize the maximum return on its sale. It is with that general 
thought in mind that it seems desirable te place eay 
which are held for future growth of eustomers, if they are te be held ever any 
very extended period of time 

I point these things out te the committee with the thought in mind that the 
Congress has directed the Neeretary to operate these projects on a businésslike 
basis for the benefit of domestic and rural users, and that the problem is not 
solved by the unlimited and unrestricted application of the preference ¢«lause 

There has been complaint from several of the witnesses that all power from 
any project managed by the Interior Department should be seld to nonpreference 
eustomers only with the clause which permits the Department to withdraw it 
for the benefit of the preference customers, when, as and if they need it. The 
statement has been made that the Department is violating a historic policy 
when it understakes to omit these withdrawal clauses from a limited number 
of nonpreference customer contracts. It should he pointed out that the record 
clearly shows that these elauses providing for the withdrawal of power from 
nonpreference customers on the demand of preference enstomers were not in 
serted in reclamation contracts of the Interior Department until 1946. There 
have been submitted for the record numerous contracts with industry and with 
private utility companies, exeeuted by the previous administration, which did 
not contain a withdrawal elause. If this poliey is historic, it is only historic 
since 1946, and since 1946 it has been historie only in limited instances. 

There are 13 long-time contracts made by the Bureau of Reclamation prior 
te 1953 which have no withdrawal ¢lause. There is a 30-year contract in the 
Southwest Power Administration with an industry which has no withdrawal 
elause. There are 19 industrial contracts, running for many years, in the 
Bonneville Power Administration which have no withdrawal clause. In fact, 
practically none of the Government contracts selling power to industrial cus 
tomers have a withdrawal clause, 

I am not at all critical of this situation, because it seems hardly necessary 
to explain that it is not possible to market a thing like electric industry on 
which domestic, rural, and industrial users depend unless it can be marketed 
upon a dependable basis. It has been well pointed out that when it became 
necessary to construct aluminum plants in the Pacific Northwest, these large 
industries would ‘not consider constructing plants if their power supply was 
to be subject to the withdrawal clause. Therefore, the previous administration 
executed contracts running into the 1960's for more than 1 million kilowatts 
of firm power which contained no withdrawal elause whatever. I cite these 
instances, not by- way of criticism, but only te disabuse your minds of any 
notion that the suggestions of the Secretary, that under certain conditions 
similar contracts might be executed, is anything new, is any departure from 
previous policy or is any violation of any supposed historic principles. 

There was criticism from some of the witnesses because in some of the 
addresses delivered by officials of the Department there was a mention of the 
possibility of readjustment of rates. I am sure that this_phase of the matter 
was adequately covered by Assistant Secretary Aandahl in answer to questions, 
but it is deemed not inappropriate that I should amplify the matter further 
in this statement for the benefit of those whe are not entirely familiar with the 
problem. 

I should first point out that all of these projects were Duilt upon the theory 
that a large portion of the costs should be reimbursed to the Federal Govern- 
ment through the sale of water and power. In most of them in recent years 
the amount repayable from the sale of water for irrigation purposes has been 
determined as being that amount which within reason the landowners of the 
district might be able to pay. The remainder of the reimbursable items of the 
project have been presumed to be repaid by the sale of electric energy. 

It must be apparent to anyone that the amount of money to be repaid the 
Federal Government determines the rates which must be charged for both 
the water and the power to raise that amount of money. In almost all cases 
the charges against the water users have already been fixed in the first instance 
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as the maximum which their ability to pay permitted. Therefore, any upward 
variation in the amount of money which the Federal Government must be re- 
imbursed, it is obvious must come from a readjustment of electric rates. 

I shall not discuss before the committee the problem of the allocation of 
costs between the items for which the Government must be repaid and those 
which are not reimbursable, nor the allocations of costs between water and 
power, with which I am sure your committee is familiar and which have been 
studied by a committee of the Congress on which a full report has been made 
(report to the House Committee on Public Works on cost allocations, House 
Committee Print No. 23, 82d Cong., 2d sess.). A brief examination of that report 
will show very wide differences between the allocation of costs to power which 
were used in connection with the authorization of the project and the allocation 
of costs reimbursable from power which has been used as a base by the Depart- 
ment of the Interior and its power-marketing agencies. This is a problem to 
which the Congress has previously given attention, and it may be presumed to 
give further attention. 

I shall not discuss it further except to point out that in some instances 
the allocations of reimbursable costs from power, as set up at the time the 
project was being authorized, are double the amount which we found the 
Department was using as its base to be amortized. 

The problem I wish to discuss is one of actual increased costs of construction, 
due in large part to the inflationary period which has occurred between the time 
when many of these projects were authorized and the date when construction was 
or will be completed. In many areas the rates promulgated by the Department 
were promulgated on the basis of estiniated costs of the project. It is now appar- 
ent from all reports that the actual costs of these projects are one and a half 
times and sometimes double the estimated costs upon which those rates were 
based. I should point out that under the law as it has existed for many years 
the Secretary is under an obligation to reimburse the Government with interest 
at 3 percent on the power facility features of these projects. In a period of sta- 
bilized or even declining prices, as the country had during the 1930's, rates might 
be promulgated, based upon estimation of eosts, with reasonable accuracy, but 
when the costs of many of these projects are now almost double the amount which 
was in contemplation at the time the rates were fixed, it must be apparent that the 
rates as fixed and based on the estimates will not return the actual cost of invest- 
ment in the project. 

This is a pure matter of arithmetic: it does not involve any new statement of 
policy whatever; it is purely factual and is designed only to direct the attention 
of the committee, the witnesses and the Department to the fact that a problem 
is presented, which sooner or later will require solution. 

May I illustrate this problem with a concrete situation? The report to the 
House Committee on Public Works on Cost Allocations (House Committee Print 
No. 23, 82d Cong., 2d sess.) shows that in one of the Department's areas of opera- 
tion (the Southwest Power Administration) the Army engineers’ allocation of 
cost to power was $400 million, but the Interior Department has been using a rate 
base to be amortized of only $200 million (both figures approximate). Now it 
must be apparent that the rate base used, even if fully liquidated, is still $200 
million short of the amount required to liquidate the power facilities as set up by 
the Army engineers who built the project. 

With reference to the Missouri Basin power situation and without going into 
detail, I am sure you know that the costs of the Garrison, Fort Randall, and 
javins Point projects were estimated several years ago. On the basis of those 
early estimated-cost figures a schedule of electric rates in the basin was pro- 
mulgated by the Interior Department. We all recognize the tremendous increased 
inflation that took place between 1948 and 1953, so the costs of all of these projects, 
through nobody's fault, are going to be millions of dollars higher than the esti 
-mated costs on which the rates were promulgated. 

If the law is adhered to which will reimburse the cost of power facilities so 
installed, it must be apparent that rates designed 5 or 6 years ago on lower eosts 
can hardly liquidate projects that are being built and completed on present-day 
eosts. I am certainly not prepared to say that the rates should be raised to meet 
these higher costs, but it is obvious that such costs will either be met by increased 
rates from the sale of the energy or by the Federal taxpayer, or by a combination 
of both; and it would seem to me that ultimately the Congress will have to deter- 
mine a source from which these increased costs will be paid. 

In that connection, there must also be kept in mind the matter of maintain- 
ing rates within such levels that the power is salable. If the costs have risen 
to a prohibitive point, the complete allocation of costs to power might price the 
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power out of the market, which, of course, would certainly not conform to 
business principles. 

1 have stated this problem in detail. 

The accusation has been made that the Interior Department expects to raise 
all Federal power rates. This is not true. It is true that references to this 
problem have been repeatedly made by various members of the Department, and 
in my opinion it is a problem which should be fully discussed and understood 
by the members of this committee, by the Department of the Interior and by 
the purchasers of federally produced electricity. 

It has been extremely interesting to me that the testimony of the witnesses, 
most of whom had previously tesified before the Senate Subcommittee of the 
Judiciary, has not emphasized to this committee the primary c«omplaint made 
to the Senate «ommittee. 

Before the Senate committee, in addition to the preference clause, the prin 
cipal grounds of complaint against the marketing criteria was that it denied 
the utility responsibility on the part of the Department. 

In volume 4, page 692 of the record before the Senate committee, in answer 
to a request by the chairman that the grounds of complaint of the witnesses be 
sulmmarized, the following statement appears: 

“Mr. Wise. The specific points of objection in the criteria are. * * * 

“Paragraph 1 denies utility responsibility on the part ef the Department of 
Interior and limits the purchase of thermal-generated energy to firm up hydro 
generation to the average water year instead of to the amount which would 
result in the most profitable operation by the Government and the greatest 
amount of energy being made available to the rural system at the lowest 
cost. * s 

“Paragraph 5 abandons the old policy of taking care of the growing needs of 
the rural systems. 

“Paragraph 6 tells cooperatives to look elsewhere for growing needs, destroys 
preference by giving ‘equal opportunity te all potential purchasers.’ “ 

I feel that these statements, amplified as they were by 4 days of testimony 
before the Senate committee, constitute the actual greund of contention of sev- 
eral of the witnesses. They contend that the Interior Department has an ob 
ligation to engage in the power business indefinitely, to provide unlimited 
amounts of power for their particular use for unlimited periods of time, and 
whenever it inay be required. That is an appropriate definition of the assump 
tion of “utility responsibility.” 

However desirable that policy might be from the standpoint of the witnesses 
and the preference customers, the fact must be faced that this policy has been 
repudiated by the two preceding Congresses; that it is not a policy which has 
ever been authorized by the Congress: that it is almost impossible for the Gov 
ernment te carry out from a financial standpoint; and that it is of doubtful 
legality. 

‘he witnesses have said that they believe the Interior Department is under 
an obligation “to take care of the growing needs of the rural systems,” and 
that they resent being told “to look elsewhere for growing needs after the Gov- 
ernment power is exhausted.” This is a frank admission that they believe the 
Government should adopt the policy of engaging in the electric business for 
the supply of all required electric energy of certain Classes of customers, at 
least in certain areas of the United States, if not nationwide. 

This conception, as I have pointed out, is far afield from the present law and 
the present authorizations of the Congress. Neither the Bureau of Reclamation 
nor any other power agency of the Department of the Interior has ever been 
authorized to engage in the power business as such. The Department’s ac- 
tivities in the field of electric production began as an incident to the irrigation 
of land; and it is still, so far as the Federal statutes are concerned, engaged 
only in the sale of electri¢é energy as may be produced incidentally to other fed- 
erally authorized purposes. 

There is, of course, a grave constitutional question involved in the unlimited 
extension of the Federal Government in the power business which I shall not 
discuss in this statement. I might, however. call your attention to the fact 
that the Supreme Court of the United States, in the famous Ashwander case, 
used these very significant words: 

“The Government rightly conceded at the bar, in substance, that it was with- 
eut constitutional authority to acquire or dispose of such energy except as it 
comes into being in the operation of works ¢onstructed in the exercise of some 
power c¢slegated to the United States.” 
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It is true that subsequent to that time the Congress has authorized, under 
limited circumstances, some construction of electric works as such, particularly 
in the Tennessee Valley, but certainly the Congress has never passed any legis- 
lation authorizing the Interior Department to engage generally in the electrie 
business, and, therefore, the repeated statements of the witnesses that the 
Department’s power policy was defective because it ‘‘denied utility responsibility” 
or “abandons the old policy of taking eare of the growing needs of the rural 
systems” or that it ‘tells cooperatives to look elsewhere for growing needs” are 
very fallacious statements from the standpoint of the legal powers of the Depart- 
ment. It has never been authorized so to do. No money has been appropriated 
to enable it so to do, and it is not appropriate that criticism should be made of 
the Department on the ground that it has not fulfilled obligations which it is 
not authorized to perform. 

Another of the major fallacies of the testimony of several of the witnesses is 
their total lack of distinction between public power and Federal power. The 
witnesses seem to feel that the only alternative to the tremendous extension 
of Federal power which they advocate is the private utility industry, and run- 
ning through their testimony is a constant thread of accusations that if the 
power supply is not furnished by the Federal Government, their districts are 
subject to what they call the extortionate rates of the Power Trust. Nothing 
could be more fallacious than this conclusion. Throughout the United States 
are hundreds of examples of successful public-power operations, both generation, 
transmission, and distribution, which are constructed by States, public agencies, 
municipalities, REA cooperatives, and with none of which the Federal Govern- 
ment or the Department of the Interior has had anything to do. 

Many of these non-Federal public power agencies have been operated so 
successfully that they have developed fine credit, splendid operating systems, and 
highly successful businesses. Many of them have a credit rating which enables 
them to borrow money substantially as cheap as it is borrowed by the Federal 
Treasury. Many of them in their operations are as successful or more so than 
the operations of the Interior Department. Many of them are located in a 
strategic area in which the witnesses are insisting that the Federal Government 
assume utility responsibility, when in their own area and frequently by their own 
credit they can obtain the money for construction of additional facilities at rates 
as advantageous as those which this Department can obtain. 

This is not a controversy between Federal power and private utilities. It is a 
choice, if any, between Federal power and public power developed by other 
agencies. The Department has expressed its great willingness to cooperate fully 
with other public agencies and States or municipalities in the carrying out of 
construction programs in the various regions of the United States. To arrogate 
to itself entirely the construction of all future generating facilities in these vast 
areas, as contended by the witnesses, means the Federal investment of billions 
of dollars and the necessary expansion of a tremendous Federal bureaucracy 
engaged in the management of these enterprises. It is the belief of the Depart- 
ment that those functions, including the necessary financial investment, ¢an be 
secured in most cases with equal facility by other agencies located much ¢loser 
and much more under the control of the people to be served than can the Départ- 
ment of the Interior, managed of necessity from the city of Washington. 

The Department is squarely in support of the position of President Eisenhower, 
who has repeatedly referred to the desirability of a partnership between the’ 
Federal Government and the States and municipalities, leaving as many things 
as possible in the hands of local government and local people. This idea is not 
new. As a matter of fact, the National Reclamation Association, which is com- 
posed of those farmers and other people who are the users of reclamation 
projects and the officers of reclamation districts, has gone on record as follows: 

“It is not the primary obligation of the Federal Government to fill the power 
requirements of any community or region. That should be left primarily to local 
enterprise—State, municipal, or private.” 

“Local enterprise should not merely be encouraged but, as against the Federal 
Government and except where there are specific reservations by Congress, should 
have priority to make hydroelectric power development under proper govern- 
mental regulation and control.” 

It should be repeated in closing that the true difference between the witnesses 
and the Department is that the witnesses are insisting upon the unlimited con- 
struction of Federal facilities, for unlimited times in the future, to provide what- 
ever power they may want. when, as. and if they want it, for the benefit of 
their particular group; whereas it is the view of the Department, in conformity 
with the acts of Congress, that the Department is only engaged in the marketing 
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of such electric energy as is produced advantageously in the construction of 
Federal projects; and that the Department could not, if it wished, commit the 
Congress toward the unlimited appropriations demanded by the witnesses ; that 
the view of the witnesses leads inevitably to the complete federalization of the 
electric industry in the areas in which the Federal Government assumes a 
utility responsibility, and it is the view of the Department that the less govern 
ment there is in Washington and the more control there is in the areas to be 
served, the better in the long run the areas will be. 

Mr. Mitier. Mr. Chairman, in view of the policy statement in 
volved I feel that Mr. Ellis and the other groups will want time to 
study it, so that they will know what the implications are when they 
come back for a hearing. 

I personally appreciate the group’s coming in to be heard, and I hope 
we have contributed something to clearing up some of the fog that 
has settled over some of the REA questions. 


STATEMENT OF CLYDE T. ELLIS, EXECUTIVE MANAGER, NATIONAL 


RURAL ELECTRIC COOPERATIVE ASSOCIATION, WASHINGTON, 
D. C. 


Mr. Exuis. Mr. Chairman, may I ask a question ? 

Mr. Harrison. Yes. 

Mr. Exuis. I am Clyde Ellis. 

Is it agreeable with the committee for the record to show that four 
other people who did not testify were here? They are from the rural 
electrics. I will give their names to the clerk. 

Mr. Harrison. You can merely say they were here. 

Mr. Exiis. That they came in; that is right; to attend the hearings. 

Mr. Harrison. I see no objection, unless the committee has an ob 
jection. We want to recognize everybody and give everybody an 
opportunity. Of course, they have merely been marked on my list as 
present. It was my understanding they had not asked for time. 

Mr. Exuis. That is right: they came in with others. 

Mr. Harrison. They are certainly entitled to recognition that they 
are here. If yon will give the reporter the names I am sure they will 
be accepted. 

(The information is as follows :) 


OTHER RURAL ELEcTRIC PEOPLE PRESENT 


Marion M. Wilson, president, Tri-State Generation & Transmission Association, 
Inc. and manager, Morgan Co. Rural Electric Association, Fort Morgan, Colo. 
Osear Yoder, director, Tri-State Generation & Transmission 
and secretary-treasurer, Wyrulee Co., Lingle, Wyo. 
Fidele Guenzi, president, Highline Electric Association 

Colorado Association of REA Cooperatives 
Herbert Linn, director, Rural Electric Co. of Pine Bluffs, Wyo. 


Mr. Exits. Thank you. May I ask one other question ? 

So that we will not have a misunderstanding about it, I shall be out 
of town. Iam scheduled to leave tomorrow and to come back Satur- 
day of next week. 

Mr. Harrtson. We will make it as close to your convenience as pos- 
sible to make it. Mr. Ellis. 

Mr. Exxis. Thank you, sir. 

(Mr. Ellis subsequently submitted the following statement for the 
record :) 


Association, Ine. 


and secretary-treasury, 
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STATEMENT OF CLYDE T. ELLIS, EXECUTIVE MANAGER, NATIONAL RURAL ELECTRIC 
COOPERATIVE ASSOCIATION, CONCERNING THE DEPARTMENT OF THE INTERIOR 
POWER POLICY AND MARKETING CRITERIA FOR EASTERN AND WESTERN DIVISIONS, 
Missouri RIVER BASIN 


The National Rural Electric Cooperative Association {fs the service organiza- 
tion representing 935 rural electric cooperatives and power districts in the United 
States and Alaska—92 percent of all REA borrowers. 

The purpose of this statement is to summarize as briefly as possible the ob- 
jections of the rural electric systems to both the general new power policy of the 
Interior Department, as announced on August 18, 1953, and to the Missouri Basin 
marketing criteria in particular, as announced on September 13 and 15, 1953, 
and amended on December 11, 1953. 

It is my understanding that the Missouri River Basin marketing criteria rep- 
resents the initial step in the application of the Department’s general power 
policy to a specific area, and as such should be considered as an integral part 
of the general departmental policy on power development and marketing. 

The establishment and development of a strong rurat electrification. program 
in the Missouri Basin was much more recent than in many other portions of the 
country because of the fact that-adequate supplies of wholesale electric energy 
at rates which the cooperatives and power districts could afford to pay were not 
available there for many years. This fact, coupled with the low population 
density and high construction costs brought about by often difficult terrain made 
it exceedingly difficult for the REA Administrator to find feasibility for many 
of the systems proposed for the Missouri Basin area. For this reason, many of 
the loans for distribution systems, as well as generation and transmission sys- 
tems, have been based on the anticipation of the availability of low-cost hydro- 
electric energy to rural electric cooperatives and public power districts as unqual- 
ified preference agencies under the law and under the long-established traditional! 
power policy of the Federal Government. For this reason, the cooperatives and 
power districts of the Missouri Valley, in particular, are especially concerned 
over qualifications placed on their preference status by the criteria and by the 
restrictions placed on the Government’s responsibility and plans for developing 
the maximum amount of firm power for distribution to preference customers 
from the Missouri River dams, as announced in the power policy statement of 
August 18, 1953. 


POWER POLICY STATEMENT OF AUGUST 18,1953 


The Interior Department power policy, as announced on August 18, 1953, was 
developed without consultation with representatives of the rural electric systems 
or their national organization and, in our opinion, represents a sharp departure 
from established policy which could and probably will result in great financial 
loss, not only to those systems presently taking wholesale electric service from 
the systems of the Federal Government, but also to those systems whe contem- 
plate taking such service in the future or who are receiving indirect benefits 
from the Federal hydroelectric system in the form of lower wholesale rates 
from commercial utility companies. Of course, the real loss will be to the farm- 
ers themselves. 

It has been our experience throughout the country that indirect benefits usually 
occur in regions adjacent to marketing areas of Federal hydroelectric systems. 
In these adjacent areas, commercial utility companies improve service and re- 
duce rates to preclude competition from the Federal system at some future date. 

Concerning generating facilities, the power policy statement of the Interior 
Department of August 18, 1953, states that— 

“The Department will particularly emphasize those multipurpose projects with 
hydroelectric developments which, because of size or complexity, are beyond 
the means of local, public, or private enterprise. 

“In general, it will not oppose the construction of facilities which local inter- 
ests, either public or private, are willing and able to provide in accordance with 
licenses and other controls of the Federal Power Commission. * * *” 

We are not at all certain what is meant by local interests, but it is our strong 
feeling that, in general, the commercial utility companies will be the ones to 
build hydroelectric projects which are not undertaken by the Government, be- 
cause of the fact that very few rural electric cooperatives and power districts 
are in a financial position to undertake such major construction. We feel that 
under these provisions of the policy, commercial utility companies will be al- 
lowed to develop the most profitable hydroelectric sites, or portions thereof, in 
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accordance with their own normal desires to maximize their profits, and the 
interests of the people who actually own these potential sources of energy will 
be thereby neglected. We feel that in many instances the commercial com- 
panies will rush in to secure licenses for the construction of downstream proj- 


ects after the Federal Government has built, with the taxpayers’ money, up- 


stream projects to provide the storage capacity and stream regulation necessary 
to the profitable operation of the downstream project, which practice would, of 
course, result in higher costs for the power produced at the Government projects 
than were the Government to operate both the upstream and downstream 
projects as an integrated whole. Our fears concerning these higher costs for 
hydroelectric power ul der the new Federal power policy are substantiated by 
statements made in a speech at Fargo, N. Dak., on September 29, 1953, by As- 
sistant Secretary of the Interior Fred G. Aandahl. In this speech, the Assistant 
Secretary stated that 

“ except in high fuel cost areas, 5 years hence the spread in price between 
federally produced power and locally : 
or otherwise, will be much less than it is at the present 

And in testimony offered during recent hearings before : | nmi I 
Senate Committee on the Judiciary, Under Secretary of the terior, Ralph 
Tudor, stated, in effect, that it is now the plan of the Department the Interior 
to allocate construction costs of new hydroelectric projects according to the 
particular plan suggested by the agency building these 
eases, is the Corps of E 


produced power, either from steam plants 
tt ? 


projects, which, in many 
Engineers. And during the same testimony, Assistant 
Commissioner of Reclamation, Harvey F. McPhail, indicated that, in general, the 
plan of cost allocation recommended by the Corps of Engineers charges appre- 


¢iably more construction costs to the production of commercial power than do 


eost allocation formulae formerly used by the Department of the Interior in fix- 
ing rate schedules for the marketing of Federal power. 

Mr. Aandahl’s Fargo speech of September 29, 1953, a 

“It is time that we get away from the idea of giving power away at the 
taxpayers’ expense for the purpose of stimulating local public power and later 
its absorption by the Federal Government, in an objective headed toward ulti 
complete Federal Government monopoly of power.” 

And more recently, in a statement before the annual meeting of the National 
Rural Electric Cooperative Association in Miami, Fla., delivered on January 12, 


Iso stated that: 


nate 


1954, the Assistant Secretary reiterated his position in stating that in his opinion, 
certain people were using the rural electric systems of the country in an attempt 
to secure a Federal monopoly in the generation of electric power. I personally 
do not know of any person, either in the rural electric systems or in the Federal 
“overnment who has ever advocated such a Federal monopoly in the sale and 
aistribution of electricity. And in raising objections to the Department’s new 
power policy and the Missouri River Basin marketing criteria, we do not now 
propose any such Federal monopoly. Our purpose is merely to secure, for the 
rural electrie cooperatives of the Missouri Valley and the rest of the Nation, a 
source of adequate wholesale electric energy at reasonable rates, and to make 
our source of wholesale energy secure by assuring development of federally 
produced hydroelectric energy in suificient quantities to preclude the m«¢ nopoliza- 
tion of the entire electric industry by the commercial companies. The rural 
electric systems are vigorously opposed to monopoly of the electric power 
industry either by the Federal Government or by private companies, because in 
either event, we fear that the complete lack of competition in the market would 
raise the price of power beyond our means to pay for it. 

We think it ridiculous,. in fact, to talk about a pessible Federal power 
monopoly. The Federal Government is nowhere in the retail power business 
except for the selling of some industrial loads. The Government produces power 
and sells it wholesale. Furthermore, the Government is producing only about 
13.1 percent of all of the electrical energy produced in America, and if all the 
hydropower in the country were developed in let’s say the next 20 years, the 
percentage would probably not be changed very much because the demands of 
the American people for electricity are growing so fast that the power companies, 
like all the rest of the industry, are having to double their facilities about every 
7% to 10 years. The rural electrics are having to double about every 4 years. 
I believe it is generally conceded that when, in any industry, a particular seg- 
ment of it approaches 50 percent of the total, a monopoly situation prevails, 
Well, the commercial power companies of America, and they are almost solidly 
united as one when it comes to their attitude toward the rural electric systems 
or the Federal wholesale power program, certainly have long since become a 
monopoly in fact. The commercial companies constitute far more than 50 
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percent of the total power industry in America. In fact, in energy production, 
they constitute approximately 81 percent of the national total. 

Although the power policy of August 18 declares that the Interior Department 
will particularly emphasize those multipurpose projects with hydroelectric de- 
velopment which, because of size or complexity, are beyond the means of locat 
public or private enterprise, the Assistant Necretary’s Fargo, N. Dak., speech of 
September 29 goes one step further and states that Federal responsibility is 
limited to the amount of power produced at such projects, and advises local 
people in advance that it is their responsibility to supply additional needs. 
Thus, it is evident that the interpretation of the policy is more restrictive than 
the policy itself, and we fear that further interpretations may be even more 
restrictive and further reduce the availability of hydroelectric power to an 
extent not apparent from the power policy statement itself. 

This fear of further reductions in the amount of electric power that will be 
made available to our systems is substantiated by additional statements in the 
Assistant Secretary’s Fargo, N. Dak., speech of September 29, in which it is 
stated that: 

“The Federal Government will build transmission lines necessary to inter 
connect its major hydroelectric plants in each area that constitutes a logical 
power marketing area. * * * It will also build some transmission lines, where 
necessary, to reach load centers * * * transmission of power, however, insofar 
us possible, should be left as a local responsibility.” 

And in the same speech, the Assistant Secretary stated: 

* it will be the Federal Government’s purpose to dispose of Federal power 
in communities in such a way that it will not disturb established retail systems.” 

We feel that these statements indicate that it will be the Department’s inten 
tion to minimize the construction of transmission facilities required to bring 
firm power to the load centers of the rural electric systems as has been done in 
the past. Most of the rural electric distribution systems are not in a position to 
construct major transmission facilities for the delivery of Federal power, and 
we fear that this portion of the Assistant Secretary’s interpretation of the 
departmental policy also means that less firm Federal power will be available 
to the rural electric cooperatives and power districts of the country. 

The Interior Department power policy statement of August 18, 1953, in speak 
ing of preference to public bodies and cooperatives, states that it “will give 
preference and priority to public bodies and cooperatives in disposing of electric 
energy generated at Federal plants,” and that it will also “be the policy of the 
Department to dispose of power, remaining after provision for existing prefer 
ence customers, to privately owned public utilities serving domestic and rural 
customers in the area.” 

The Missouri Basin marketing criteria and the interpretative statements of 
the Assistant Secretary make it very clear that quasi-preference status will be 
given to power companies serving areas that-have, in the opinion of the Depart 
ment, become dependent on the Bureau of Reclamation as a source of electrie 
energy over the years. Also, in the application of this portion of the policy as 
in other parts, we find that the actual interpretation and application of the 
policy is more restrictive than the policy itself, and we fear that this part also 
may become more restrictive as the policy is progressively applied, both in the 
Missouri Basin and in other areas of the country to blocks of power now deélared 
available and to blocks declared available in future years. 

In way of summarizing our apprehension concerning the development and 
application of the Department’s new policy, we feel it will result in smaller 
quantities of firm power being made available to the preference customers due 
to the announced limitations on type of projects on which construction will be 
undertaken and due to the fact that transmission facilities for the delivery of 
such power as is developed will be minimized. We also fear that any policy 
which allows commercial utility companies to develop the most profitable hydro- 
electric dam sites in accordance with their own wishes is bound to raise the 
average firm-power rate on such remaining less profitable projects, construction 
of which is undertaken by the Government. We also fear that the new policy 
portends additional increases in the cost of Federal power from the arbitrary 
assignment to commercial power production of bigger portions of project con- 
struction costs. And finally, we fear that power rates may be raised in accord- 
ane with the Assistant Secretary's speech of September 29, 1953, for the purpose 
of reducing ‘“‘the spread in price between federally produced power and locally 
produced power,” and to ‘materially reduce the unfortunate [emphasis supplied] 
pressure on local communities to establish local public power entities just te 
make Federal hydropower available to themselves.” 


som 
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We are not snre of the intent of the latter phraseology, | 
wholesale power rates to us. 


MISSOURI BASIN MARKETING CRITERIA 


The first formal published application of the Interior Department's new power 
policy to a specific marketing area was embodied in the marketing criteria for 
the eastern and western divisions of the Missouri River Basin, as announced 
September 13 and 15, 1953, and amended on December 11, 1958. 

Nearly all of the rural electric cooperatives in the Missouri River Basin which 
will feel the effects of this criteria are of the opinion that it embodies the 
effectuation of all of the objectionable features of the Interior power policy 
statement of August 18, 1953, and makes it apparent that the Department intends 
to not only apply the features of its general policy, which are most onerou 
the rural electric systems, but that it intends to apply even inere drasticall 
restrictive provisions in the marketing of Federal power to preference customers 
in specific areas I would like to summarize the more salient objections of our 
people in the Missouri Basin to the marketing criteria 

Under the old marketing policy in the Missouri Basin, the power requirements 
of the preference customers were suy plied as required with increments of power 
being made available to the rural electric systems as their loads increased 
over the years. This power was made available by selling power above and 
beyond the immediate needs of preference customers to commercial utilities 
on a withdrawable basis. Inasmuch as few, if any, of the rural electric systems 
contracted for power in excess of their requirements, the Government was 
free to sell such power to the commercial utility companies on a withdrawable 
basis and, therefore, suffered no reduction in revenue under that policy as com- 
pared with the new criteria In a letter, under date of September 24, 1953, to 
the Federal Power Commission, Assistant Reclamation Commissioner Harvey 
F. McPhail stated that no overall increase in revenue was expected under the 
new criteria, and that the former policy was providing for the payment of the 
Federal hydroelectric projects with interest within the specifled 50-year period 

Under the newly announced criteria, the Government will not, during the 
term of the contract with the preference customers, increase the amount of 
power deiivered to meet the load growth of the preference customers. There 
fore, the customer must choose between contracting for more power than it 
needs in order to protect its future supply, or of exhausting its quota of Federal 
power in a very short time. And if the preference customer does try to protect 
its future power supply by contracting for more than its minimum 2-year re 
quirements, it must. under the new rate porvisions which accompany the criteria, 
pay a penalty charge for all power reserved for future delivery Under the 
old marketing provisions in the Missouri Basin, the preference customer could 
contract for sufficient power to meet all reasonable load growth without paying 
a penalty, while under the new criteria, the preference customer is allowed only 
2 20 percent allowance of power for load growth during the first 2 vears. There- 
after, he must apparently look for additional power to private utility companies 
or to REA generation facilities. 

The Government, in propounding its Missouri Basin criteria, specifically ab- 
solves itself from all utility responsibility. There is, of course, considerable 
controversy on this issue. We feel, however, that rather than a completely 
negative statement, the criteria should reaffirm the intention of the Bureau of 
Reclamation to operate its system to make available the maximum economical 
amounts of firm energy from existing facilities for utilization by the preferred 
customer, and to recommend and undertake construction of such additional 
economic generation and transmission facilities as are necessary to at least 
maintain adequacy of service to existing customers. 

Under the old policy for the marketing of Missouri Basin electric power by the 
Government, except for a few special cases of minor significance, all of the firm 
power marketed to commercial utility companies was withdrawable on reason- 
able notice to meet the expanding loads of the preference customers. By contrast, 
the new criteria allows the Secretary of the Interior the discretion of contracting 
firm power to commercial utility companies on a 20-year nonwithdrawable basis. 
This discretion allows the Secretary to establish a quasi-preferential class of 
customers which we believe is outside of the law and outside of the intent of 
the Congress. Such quasi-preferential customers would be eligible to receive 
all of the benefits reserved by the law for the rural electric cooperatives and other 
preference customers. 

Under the old power-marketing policy, the Government, in general, purchased 
the maximum quantities of firm power available to preference customers. By 





196 POWER POLICY 


contrast, the new Missouri Basin marketing criteria states that purchases of ther- 
mal energy will be minimized and will be, in general, based on average water 
year system capability. In our opinion this minimization of purchases of thermal 
energy means that, in general, firm energy available for delivery to preference 
customers from the Federal projects will be reduced and the peaking capacity of 
the projects increased. The rural electric distribution systems cannot utilize 
peaking capacity, but require firm energy for their operation, so that this portion 
of the criteria apparently means that benefits to power companies will be in- 
creased by making additional low-cost peaking capacity available to them, and 
that benefits to preference customers will be decreased by restricting the amount 
of firm energy available to this class of customer. 

These are some of the specific objections of the rural electric systems to the 
Missouri Basin marketing criteria, but I think that the two most damaging fea- 
tures are inherent in the provision and oral interpretation of the criteria which 
establishes a quasi-preferential class of customers including commercial utility 
systems serving areas which have become dependent over a period of years on 
Bureau of Reclamation power, and the provision which gives the preference cus- 
tomer the dubious choice of either paying a rate penalty in order to assure an 
adequate supply of wholesale energy beyond a 2-year period, or risk exhausting his 
quota of Federal power at the end of the 2-year period, if he does not wish to incur 
arate penalty. 

It is our opinion that the very existence of the growing rural electrification 
program in the Missouri River Basin and other portions of the country depends 
on the availability of adequate quantities of low-cost wholesale energy more than 
on any other one factor. On the average, our rural distribution systems pay out 
about 32 percent of their total revenue for wholesale power. This is the largest 
single item of operating expense for most of our systems. We never have and do 
not now support any planned design to. bring about a Federal monopoly in the 
generation and distribution of electric power in the United States, but we believe 
equally as strongly that an active and progressive Federal power development pro- 
gram must be carried forward to the extent necessary to assure at least the lime 
ited competition that is apparently required to make secure our sources of whole- 
sale energy and to prevent the rural electric systems from being overwhelmed by 
the privately owned electric utility industry which would have a rapidly growing 
monopoly on the generation of wholesale energy were the Federal power program 
to be appreciably curtailed. 


Mr. Harrison. We have no intention of neglecting you in any way. 

Mr. Extis. Thank you, sir. 

Mr. Harrison. At this time, without objection, I would like to 
make part of the record the following telegram from J. E. Corette, 
president and general manager, Montana Power Co., commenting on 
the testimony of Mr. Ebaugh (see p. 145), and statements submitted by 
the Tri-State Ge - ration & Transmission Association; Mr. George W. 
Cornog, Linton, N. Dak.; Harold C. Ebaugh, Havre, Mont.; Lloyd FE. 
Caulkins, Le Mars, Iowa; John M. Clem: 1, Lincoln, ned ; H. Vance 
Austin, Denver, Colo.; Virgil H. Herriott, Colman, S$. Dak; Harry C. 
Anderson, Lily, S. Dak.; and the American Power Associati ion. 


Butte, Mont., January 5, 1954. 
A. L. MILLER, 


Chairman, House Committee on Interior and Insular Affairs, 
House Office Building, Washington, D. C.: 


We are advised that Harold Ebaugh of Havre, Mont., testified before your 
committee this date to thé effect that the Montana Power Co. is preparing to ine 
crease its wholesale electric rate to the Montana REA cooperatives it serves. 

Please be advised that the Montana Power Co. has no intention at this time 
of increasing its REA wholesale rate which is identical with the Bureau of 
Reclamation rate for Missouri Basin power, and that our representatives have 
so declared to Montana cooperative officials who have inquired. The facts are 
that we have no plan to increase any of our electric rates. 

We respectfully request that this information be given to your committee so 
that the facts of the situation may be kept straight. 

J. E. Core tte, 
President and General Manager. 





POWER POLICY 197 


(The Tri-State Generation and Transmission Association respectfully requests 
the following statement to be made a part of the record of the proceedings of this 
hearing. ) 


JANUARY 5, 1954. 
Hon. A. L. MILrer, 


Chairman, House Committee Interior and Insular Affairs. 

Mr. CHAIRMAN AND CONGRESSMEN: For a number of years the Bureau of Rec- 
lamation has been expanding its generation and transmission facilities in por- 
tions of Colorado, Wyoming and Nebraska with which the Tri-State Generation 
and Transmission Association, Inc. is concerned. This association is a cooper- 
ative organization whose membership is made up of REA-financed electric-distri- 
bution cooperatives. These cooperatives have common or closely related power 
supply problems, and the necessity of working out a solution to these problems 
has led to the formation of the association. 

For years the Bureau of Reclamation has been the chief source of power for the 
majority of REA-financed cooperatives in the area. In fact, in most cases there 
has been no other source of power available to the cooperatives as, for the most 
part, the utility companies have not seen fit to expand their systems into these 
thinly settled areas in a manner that would be of any real assistance in furnish- 
ing power to the cooperatives. 

During the past 3 or 4 years it has become apparent that the Bureau was not 
going to be able to keep pace with the rapidly growing needs for electric power. 
With its present and authorized facilities all in operation, Bureau officials have 
informed cooperative management that by 1956 or 1957, depending on water sup- 
ply, there would be a shortage of power in the area. 

In brief, the Bureau of Reclamation finds itself in the position of being one 
of the major suppliers of electric power in. the area at this time, with a network 
of transmission lines that have adequate capacity and reach into nearly all e 
ing or anticipated essential load centers of the cooperatives, but without si 
cient assurance that it will be able to provide additional generation capacity 
meet the expected increase in loads. 

Many of these member eooperatives are operating in thinly settled areas, en- 
deavoring to supply power on an area coverage basis. To do so means that all 
costs must be kept as low as possible. The newly announced power-marketing 
criteria of the Bureau are therefore of great concern to these cooperatives. 

If, as individual cooperatives, they contract for power requirements on the 
long-term basis that is made necessary by the new criteria, in order to assure 
themselves of the available power, these cooperatives will find themselves pay- 
ing a price for power that is in excess of that contemplated in the feasibility 
studies when the REA loans were obtained. In the majority of the cases the 
present Bureau rates were used in the economic analysis of these REA projects. 
The extra expenditures which will result from contracting in the very near fu- 
ture for all power requirements for a long period of time will be adverse to the 
economie feasibility of the projects. This could very well result in jeopardizing 
the loan repayments to the Federal Government. Furthermore. the Burean has 
announced, under this new policy, that increases in rates are to be expected, 
whereby they may come close te utility rates, and this would, of course, throw an 
added financial burden on the cooperatives, and further tend to jeopardize the 
loan repayment schedules. 

On the other hand, if the cooperatives should fail to subscribe for enough 
power to meet its load requirements over the next 10 years or so it will find itself 
dependent on some other source, and at the present time there are no other 
sources. This would therefore leave the cooperatives with a power problem that 
would be exceedingly hard to cope with, and one which would be almost entirely 
left to chance. The short-term contracts apparently will carry no assurance 
that the customer can get more power from the Bureau, and according to all 
apparent conditions any such assurances would not be realistic. 

The net result of this situation is that the Tri-State Generation and Trans- 
mission Association finds it necessary to look to the Rural Electrification Admin- 
istration for additional funds with which to construct a steam-generating plant, 
at some time in the near future, in order to augment power which may come from 
the Bureau and thereby assure its members of a supply of.power adequate to 
meet the needs, and at a eost that can be reasonably closely predicted. They 
eannot afford to be left to the merey of some unknown future supplier. 

It is pointed out that the financial stability of all REA projects is greatly 
influenced by the elements and resultant farm production. The benefits of elec- 
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tricity on the farm in coping with all such problems have been clearly demon- 
strated over the past 15 years. Because the hazards of farming and ranching are 
great under any circumstances, it is essential that all possible effort be made 
toward keeping the effect of such hazards as low as possible. One great contri- 
bution toward this would be to have an adequate supply of electric power at the 
lowest possible rate to the farm user. 
Respectfully submitted. 
MARION M. WILSON, 
Chairman, Tri-State Generation and Transmission Association, 


STATEMENT OF GEORGE W. CORNOG 


My name is George Cornog, manager of KEM Electric Cooperative at Linton, 
N. Dak. I am also chairman of the power committee of the North Dakota Asso- 
ciation of Rural Electric Cooperatives. The area served by our cooperative is 
very sparsely settled and our system density is slightly over one consumer per 
mile, which is a very low figure. And until recently, there was very little rural 
electrification for North Dakota, as the area was not a profitable area for the 
power companies to serve. The farmers of the State realized that their only 
means of securing power was through the organization of rural electric coopera- 
tives of their own. At the present time, we have over 20 distribution coopera- 
tives in the State. However, after these systems organized, the biggest problem 
was still ahead of them. That of securing a source of power. Either the power 
was not available, or the cost in purchasing it from the power company was so 
great that the systems were not feasible and could not be built. After some 
time spent in negotiations, several of the systems were able to work out contracts 
with the Bureau of Reclamation. Either for transmission over Bureau lines 
or through wheeling arrangements with power companies in the area. These 
arrangements made low-cost power available to the REA systems and made 
them feasible and able to borrow funds from REA with which to construct their 
distribution lines. This low-cost power was essential at that time, and is still 
needed by the systems in North Dakota. In 1952, only 5 of the REA systems 
in North Dakota operated in the black. Two of these systems are in the Red 
River Valley with a high density and a much lower cost of construction than 
many of the other systems. The other three systems operating in the black 
purchase power from the Bureau of Reclamation. We are confident all of 
them will pay out as their loads grow if we can continue to get low-cost Bureau 
power, but realize we face financial failure without low-cost power. 

It now appears under the new criteria that we are about to lose this low-cost 
power. The new criteria states that the purchase of thermal generated energy 
will be kept to a minimum, which will make less firm power available to the 
cooperatives than could be made available to them either through the building 
of steam plants or the purchase of steam power to firm up the secondary power 
from Government dams. The new criteria abolishes the recapture clause which 
has been in existence for many years in the contracts between the Bureau and 
nonpreference customers. This, in effect, does away with the preference clause. 
The amended criteria, as interpreted by the board of directors of our systems 
and myself, now makes preference customers of certain private utilities by means 
of 20-year contracts in which the recapture clause will not be used. 

Secretary Aandahl states that short-term interim contracts with nonprefer- 
ence customers will be the only contracts negotiated unless it is clearly estab- 
lished that preference customers will not need the power at some later date, 
However, in his testimony before Senator Langer’s committee, he testified that 
under certain circumstances, a 15-year contract might be considered .a short- 
term contract. Also, it is impossible to tell at any time with any certainty what 
the cooperatives’ needs will be in the future. In the past they always have 
been underestimated by everyone. Although the Department of Interior might 
in the best of faith believe that certain power clearly might not be needed by 
the cooperatives in the future and, therefore, enter into 20-year contracts with 
private companies, they easily could be mistaken and, accordingly, that power 
would not be available 5 or 10 years from now, when needed by the co-ops 
as a result of their load growing more than estimated. 

Under this new criteria, there are two possibilities open to the cooperatives, 
One, is a short term contract of 2 or 3 years, with no assurance that there will 
be additional power made available to our systems at a later time. Or, we 
may enter into 20-year contracts which would place a tremendous penalty on 
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the systems under the new rate schedule. Based on a 20-year estimate for our 
system, the additional cost of power for our cooperative in 1954 would amount 
to approximately $51,000; in 1955, $57,000: in 1956, $65,000 ; in 1957, $62,000, 
and by 1963, this additional eost would amount to $563,000, which is approxl- 
mately one-seventh of our total obligation to REA. 

It appears to me that ne matter which way we choose, eventually our cooper- 
atives will be forced out of business. Being forced out of business is not a new 
experience te me. In 1941, I became manager of the Genesee Valley Ele tric 
Cooperative at Belmont, N, Y. No lines had ever been built by the cooperative 
and with the start of the war, eur allocation for copper was withdrawn. How- 
ever, even with the use of copper supposedly curtailed, the Niagara Hudson Co., 
the Rochester Electric & Gas Co.. and the New York State Gas & Electric 
Co. built enough lines te make it impossible for the cooperative to build in the 
area after the war was ever. <All of the farms we proposed to serve were not 
served by these 3 companies, but let-me assure you that lines were built to the 
farms of all 9 members of the beard of directors. So you ean see, I have been 
put out of business before by private utilities. 

What we are asking this committee to do is to use its influence with the 
Department of Interior to have the criteria either suspended or revised so as 
to insure our rights as preference eustomers given to us by Congress, and to make 
certain that we shall net be put out of business, 


STATEMENT OF HAROLD C. Epavert 





My name is Harold C. Ebaugh. Iam the manager of the Hill County Electrie 
Cooperative, Havre, Mont. I am also a director on the State association and 
the representative of the Montana cooperatives affected by the marketing criteria 
in the eastern division of the Missouri Basin. 

Because of the limited time at the hearing, many facts, by necessity, were omit- 
ted. But one of the most important facts which must be brought to the com- 
mittee’s attention, is the fact that my appearance at the hearing, and the contents 
of this statement, are predicated only on instructions from my local board of di 
rectors and other people from the affected cooperatives in Montana authorizing 
me to testify on their behalf. We have no political axes to grind, nor are we 
seeking anything personal from our testimony. We are merely trying to look 
out for the interests of the rural electric cooperatives in eastern Montana. It 
has been pointed out by Secretary Aandahl’s statement, both at Fargo, N. Dak., 
and by his testimony at the hearing, that it is expected that a rate increase will 
be put into effect, and many factors affecting this were outlined. With the ex- 
ception of the capacity charge in the marketing criteria, there is no evidence of a 
rate incréase which is visible. However, because of the statements made by 
the Bureau of Reclamation and the Department of the Interior, and because of the 
pattern which has been laid within Montana, it, in our opinion, is laid with the 
express purpose of raising rates. It becomes more apparent that this committee 
should have the facts as to why our concern, 

Many rural cooperatives in Montana have been organized since 1945. Our 
particular cooperative is one. At the time loans were made by REA for the 
construction of our project, the feasibility of the loan was made with the under- 
standing that a 5.5 mill wholesale power rate would be available, this being the 
present Bureau rate. However, in 1947 this rate was not available because the 
3ureau had no facilities nor did they have wheeling contracts with the Montana 
Power Co. for delivery of their power. Many cooperatives paying the existing 
rate of 9.5 mills to the Montana Power Co., were operating at a very close margin. 
or in some cases operating in the red. Realizing that this condition could not 
exist, a committee of the State association met with representatives of the Mon- 
tana Power Co., asking for a rate adjustment and this request was denied. Re 
quest was made for a wheeling contract, whereby cooperatives could obtain a 
lower rate. This was also denied. There was but one alternative, to seek con 
struction of Federal facilities. This was doné. The Havre-Shelby transmission 
line was constructed. There were many obstacles in the way of appropriations 
which had to be overcome. But because of the fact that Congress approved the 
construction of this line, the Montana Power Co. was forced to lower their rate 
from 9.5 mills to the existing 5.5 mill Bureau rate. In my opinion, this is the 
only way that the power company saw fit to lower their wholesale power rate. 
They did not want any more Federal lines constructed in Montana. Incidentally, 
this new lower rate was presented and approved by the Public Service Commis- 
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sion all within one day. More evidence to the fact that the competition was 
forcing an adjustment in their rate, which obviously was in excess of what was 
actually needed to give them a fair return on their investment. 

We in Montana, even with the clarifications of paragraph 7, do not feel that 
the criteria is necessary, and we strongly object to the establishment of prefer- 
ence customers because of the entering into long-term contracts with nonpref- 
erence customers, who by long use have established a need for this power. We 
also strongly object to the fact that secondary power can be placed under long- 
term contracts with nonpreference customers, because if the estimates of the 
cooperatives are wrong and there is not enough power in the basin to serve the 
needs of the preference customers, and we must seek power elsewhere, there 
is a very good possibility that generation plants will be constructed and the 
cooperatives should, as preferenec customers, be able to purchase secondary 
power for their uses. 

The effect with even certain modifications of the criteria, and with explanations 
we have heard, still leaves in our mind the very evident fact that the amount 
of power available to preference customers is limited. And we have reason to 
believe that the rates will be substantially increased because of the allocation 
of costs being such that power may Carry its undue share. 

In conclusion, we, the cooperatives of Montana, object strongly to the new 
criteria for the following reasons: 

1. They will reduce tie amount of firm power over that we ean buy and in- 
crease our Costs, 

2. By limiting the amount of firm power which we can buy, it may place us 
at the mercy of the power companies to obtain the additional power which we 
must have. 

3. The execution of any long-term contracts without withdrawal clauses will 
place power beyond our reach and the reach of other preference customers, in 
violation of the preference laws. 

4. There is still no clear definition of a short-term contract. Such a definition 
should be included in the criteria and it should also be provided that all con- 
tracts with nonpreference customers shall be limited to such a short term or 
will include a reasonable withdrawal clause. This provision must be applied 
to secondary power and peaking capacity, as well as to firm power. 

5. There should be no absolute limitation of wheeling charges to 1 mill. This 
question should be left open for further discussion so that the postage-stamp 
rate may be saved, 

6. Lastly, the minimum annual capacity charge should be removed so as not 
to penalize cooperatives whose rate of growth is greater than 20 percent over 
a 2-year period or cooperatives who have no past operating experiences sufficient 
to form the basis for a sound estimate of future needs. If the withdrawal 
clause is not again placed in contracts with nonpreference customers, or if all 
contracts with nonpreference customers are not placed on truly short-term 
bases, then cooperatives should not be penalized for trying to protect their 
needs for longer than 2-year periods. 


STATEMENT OF LLOYD E. CAULKINS 


My name is Lloyd E. Caulkins, I am manager of the Northwest lowa Power 
Cooperative with headquarters at Le Mars, Iowa. 

Before presenting information about our project and how the power market- 
ing criteria affects us, I want to mention another matter. I presented testi- 
mony on behalf of our cooperative at the hearings held by Senator Langer on 
December 7-10. I had occasion to be in Congressman Lovre’s office on De- 
cember 11, at the time he announced the expansion of the criteria as contained 
in the revised article 7. My statement after briefly reviewing the revised ar- 
ticle 7, was that it would meet all the objections the Northwest Iowa Power 
Cooperative had to this particular section. I also mentioned that this expanded 
criteria would preserve the intent of the preference clause. 

After my return to Iowa, the planning committee of our project met and con- 
sidered in detail this expanded criteria. We concluded that my rather hasty 
analysis in Congressman Lovre’s office, overlooked features that were still ob- 
jectionable. Our conclusion was that as long as any power: was sold, on a long 
term contract without a withdrawal clause, to a nonpreference customer, the 
preference clause would be violated. We still contend that this is the case, 
We still oppose the minimum annual capacity charge as a suitable substitute for 
the previously used minimuin bill features. I want to explain something of the 
background of our cooperative and how the criteria affects us, 
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Scope and purpose.—The Northwest lowa Power Cooperative is a transmission 
cooperative and when complete will consist of about 670 miles of 69,000-volt 
transtuission line and 41 substations to deliver power to the load centers of the 
10 member cooperatives. It was organized for the purpose of obtaining low- 
cost hydroelectric power for about 23,000 farms of northwest Iowa. 

Background.—The project was organized in 1949 when plans of the Bureau 
of Reclamation had been approved to the extent that this low-cost power was to 
be available in northwest Iowa. 

After organization in January 1949, negotiations with the Bureau were started 
to agree on a method of getting this power to Iowa. At the same time, negotiations 
were being carried on with REA to find a feasible method of moving this power 
from the Bureau facilities to the load centers of the member cooperatives. Many, 
many weeks of exploration of a variety of schemes to accomplish this, were 
required before the present plan was evolved and approved. 

Brochure.—Numerous conferences were held with the commercial utilities 
serving these cooperatives, to see what they would do to assure adequate future 
transmission lines and line capacity to serve these cooperative loads. Because 
some of the cooperative load centers were served from municipal sources where 
no utility transmission lines existed, and because utilities would not build new 
lines to reach load centers and, further because many existing utility lines would 
not be rebuilt to assure adequate service to then existing load centers: the 
cooperatives finally designed and obtained approval ef the present system, as 
the most feasible method of assuring an adequate supply of low-cost power 
from the Missouri River at the load centers of the 10 cooperatives. To con 
struct these lines and substations a loan from REA was etbained in the amount 
of $7,551,000. This loan was approved in July 1952, and considerable construc 
tion work is now in progress to permit receiving Bureau power sometime in 
1955 in accordance with existing Bureau plans. 

Bureau negotiations.—In 1952 sale of power contracts were executed between 
the Bureau and members of Northwest Iowa Power Cooperative. These con- 
tracts were on the then existing marketing policies and rate schedules cover- 
ing firm: power sales by the Bureau. 

Also executed in 1952 was a wheeling contract between Northwest and the 
Bureau. This provided for payment of 1 mill per kilowatt-hour for all energy 
delivered at the substations of the member cooperatives, or other preference 
users. 

Contract rates of delivery.—the sale of power contracts with the member co- 
operatives provided for contract rates of delivery that would be adequate for 
their needs for a period of about 5 or 6 years and in 1 or 2 eases a year or so 
longer. But in these cases there was no evidence that the cooperatives would 
suffer from financial penalties under the minimum bill provision. It was not 
necessary to contract for power for more than 5 or 6 years, because these con 
tracts provide for automatically inereasing the contract rates of delivery upon 
application to and approval by the Bureau. 

Contracts of our members are now for periods of about 5- or 6-year needs. 
The minimum annual eapacity charge will result in financial penalty of about 
$75,000. In order to avoid this penalty, we must reduce the amounts to cover 
about a 3-year period. If the contract rates of delivery are reduced to avoid this 
penalty, it is possible that we would lose some of the power now under contract. 

Sale to power €0-op—One of the provisions of the criteria permits or en- 
courages the power cooperatives to purchase the entire requirements of its 
members. Since such an arrangement would relieve the Bureau of certain ex- 
penses, a2 maximum discount of 1 mill is specified in the eriteria, as the discount 
that will be allowed in lieu of the guaranteed 1 mill wheeling and losses the 
Bureau would supply if power was sold at the toad centers of the distribution 
cooperatives. We believe that the effect of the discount would amount to about 
three-tenths of a mill instead of 1 mill plus losses as provided in the wheeling 
agreement and contracts with the individual cooperatives. Mr. Aandahl has 
stated that the Bureau feels this figure is not accurate. Yet with such a 
difference in the wheeling and discount there is no basis for purchase at one 
point, even though such an arrangement is desirable in many respects. We 
believe there should be mention in the criteria that Bureau lines would be avail- 
able for wheeling power of preference customers. 

Load estimates and contracts.—One of the factors considered in making any 
REA loan is a source of power at a rate which will permit the loan to be repaid. 
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In other words, feasibility is very dependent upon an adequate source of power 
at a rate which will permit repayment in accordance with REA policy. It is 
essential that contracts cover a period of several years if the loan security is to 
be protected. 


ee 


STATEMENT OF JOHN M. CLEMA, MANAGER OF NEBRASKA Rvugat ELectTric 
ASSOCIATION, LINCOLN, NEBR. 


Mr. Chairman and members of the committee, my name is John M. Clema, 
manager and secretary of the Nebraska Rural Electric Association. I under- 
stand you wish a brief statement of my background. I am an engineer by educa- 
tion; have been in commercial engineering; was manager of a municipal utility 
system; and sales manager for an electrical manufacturer. I served almost 5 
years in World War II. As an officer in the Army of the United States I was 
managing director of the Korea Electric Power Co. following V-J day with 
responsibility of maintaining service and securing sufficient power for area 
south of the 38th parallel, from hydro and steam plants in that area and from 
the system north of the-38th parallel. I also served as military governor in a 
Korean province. I have had some acquaintance with power shortages both in the 
United States and Korea. 

I have been manager for the Nebraska Rural Electric Association for about 
2% years. 

Recently I was elected treasurer of the Missouri Basin Electric Consumers 
Association. 

I am also authorized to represent the utilities section of the Nebraska Munici- 
pal League on the questions before us. 

I am a firm believer in the original tenets of the Republican Party as it applies 
to the Government. I believe only in Americanism, in its fundamental precepts, a 
Government of, by, and for the people. I am a believer of the conservation 
philosophy of the great Theodore Roosevelt and Gifford Pinchot. 

We in Nebraska and the basin feel that the recently announced policies of 
the Department of Interior run counter to laws as passed by Congress at differ- 
ent times. 

The Federal Statutes covering the sale of federally-owned electric power and 
energy by the Department of Interior specifically provide that public bodies 
and cooperatives shall be preference customers : 

“* * * That in said sales or leases preference shall be given to municipalities 
and other public corporations or agencies; and also to cooperatives and other 
nonprofit organizations financed in whole or in part by loans made pursuant to 
sections 901-914 of title 7.” (Reclamation Act of 1939, 43 U. S. C. 485h (c¢).) 

‘Preference in the sale of such power and energy shall be given to public bodies 
and cooperatives.” (Flood Control Act of 1944, 16 U. 8S. C. A. 825s.) 

“In order to insure that the facilities for the generation of electric energy at 
the Fort Peck project shall be operated for the benefit of the general public, 
and particularly of domestic and rural consumers, the Bureau shall at all times, 
in disposing of electric energy generated at said project, give preference and 
priority to public bodies and cooperatives.” (Fort Peck project, 16 U. S. C. A, 
833c. ) 

The language of these statutes we feel is clear and unequivocal. It is not in 
any way permissive, but instead is clearly mandatory. The word “shall” has 
been used to make it clear that the Secretary of Interior must give preference 
to public bodies and cooperatives. Certainly,.there can be no doubt as to its 
meaning. 

It is difficult to understand why the recommendation of the Missouri Basin 
Survey Commission which was composed of Senators and. Congressmen from 
both parties, as well as a good cross section of other citizens was not given any 
consideration. The proposed policies in controversy are opposite to their 
recommendations. 

We believe your committee will want to compare these recommendations with 
the proposed policies. 

It is difficult to understand why the rural electric systems must make arrange- 
ment for a steam plant in the western Nebraska, Colorado and Wyoming area 
now, when private agencies now are getting and will continue to get publicity 
produced power. There are 32 electric cooperatives which depend upon USBR 
power in that area. 
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There are 21 municipalities which also depend upon that. They must make 
other arrangements for their increased future requirements. What are they 
to do in the future? Are they going to be forced to generate their requirements 
at higher cost, or be thrown into the hands of private utilities, in many instances. 

The net result can only be higher wholesale power costs in any case, which 
we feel are unwarranted at this time. 

Attached curves shows the amount of power now going to the various type of 
customers in the western division of the USBR. Note that in 1953, about 60,000 
kilowatts went to private utilities. I understand that total firm capacity in the 
basin will be 250,000 kilowatts. Obviously then, the USBR can take good care 
of requirements up to 1956. Now if power was withdrawn from the non- 
preference groups the preference customers problems «an be postponed. (Com- 
tnittee note: The chart referred to in this paragraph is on file in the committee 
office.) 

It is strange the preference customers must install eapacity or buy higher 
priced power now while the nonpreference customers are permitted to continue 
to buy from the USBR. 

Has or will the Department of Interior request appropriations for the Glendo 
and Fremont Canyon projects in 1955 fiscal year so they may be started and 
the 72,000 kilowatts of firm eapacity be made available around 1960? 

Why must customers such as those in Nebraska build transmission lines to 
load centers now, when some $45 million has been spent in other basin States 
feastern division). This ¢ertainly is a further abrogation of the postage stamp 
principle of power delivery. We firmly believe in the transmission lines being 
built by the USBR. We object to double standards. 

We respectfully ask that your committee follow the recommendations of the 
Missouri Basin Survey Commission. 

We believe that Congress should reaftirm its past actions on the controversial 
matters before us. Thank you for your consideration and time. 


Viles of line and costs in Missouri Basin States, eastern division 


The tabulation below gives information on transmission lines in the various 
States of the Missouri River Basin project, eastern division. These data con- 
cern the transmission facilities serving the mainstem area of the project. The 
data include those lines that are existing or under construction, and the figures 
presented, both for costs and mileages, are approximate and rounded-out as it 
was necessary to prorate mileage and costs of interstate transmission lines on 
the basis of scaled mileages. 


Network lines._._...... oar ‘ 2 $20, 800, 000 


Montana aae ae nie “ 5 2, 000, 000 


North Dakota a a ea2enieond 10, 000, 000 
South Dakota. nai : ew ‘ } 8, 800, 000 


Lines to load centers....-... ; “ 3 461, 000, 000 


Montana ‘ ‘ 5 9, 300, 000 
North Dakota . ¥e . 7 13, 500, 0O0 
South Dakota- -- ‘ 21, 350, OOU 
Minnesota 5 1, 300, 000 
Nebraska , ‘ 550, 000 


66, 800, 000 
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Changes in Federal power policy and Missouri Basin marketing criteria 





Traditional policy New rules Effect on cooperatives 
— sonatas -enel meepjetpieadipie tetas 2-002 2-0 | cn 2-2 oo —— ee 
1. Power requirements of preference | Government wil! not, during | Cooperative must choose be- 
customers supplied as required term of contract, increase tween contracting for more 
power increments avail- power delivery rate to meet power than it needs to protect 
able to meet load growth load growth of preference its future supply or exhaust its 


customers. quota of Federal power in a 
short time 


eference eus- | Wholesale rate to preference cus- | If cooperative tries to contract 


















tomer based on actual power tomer based en contract de- for more than its minimum re- 
used. mand. quirements, it must pay a rate 
penalty. 

3. Wholesale firm power sold to | Wholesale firm power sold to | No power increments ean be 
power companies on withdraw- power companies on nonwith- made available to cooperatives 
able basis only. | drawable 20-year basis. to meet load growth unless 

| such increments are initially 
reserved at extra cost 

4. Strong Federal policy aimed to | Specific formalized policy ab- | Cooperatives must look to high 
secure congressional authoriza- solving the Government of all cost thermal! generation at from 
tion of additional Federal gener- utility responsibility and all 2 to 3 times present Federal 
ation and transmission facilities responsibility to provide rates for additional sources of 

added electric service when power and energy. 
needed. 

5. Government allowed minimum | Government allows power com- Would financially penalize gener- 
of mil! per kilowatt-hour to panies maximum of 1 mill per ition and transmission cooper. 
power companies and genera- kilowatt-hour for wheeling atives which would desire new 
tion and transmission coopera- firm power but may allow arrangements, 
tives alike r wheeling eharges generation and transmission 
on firm power. cooperatives considerably less 


than 1 mill per kilowatt-hour 
for similar servie 
6. Government generally purchased , Purchases of thermal energy will 


ential benefits to 
be minimized. This will gene 












maximu e nies and reduces 
ties of therma erally re the firm energy | oten benefits to preferred 
maximum qua available from tl roject and 
power available to preference increase peaking capacity, : 
customer 

7. Rates for Government power de- | Government wifi decrease dif- | Will raise rates of Federal power 
signed to pay out project and ferential between its rates and | and increase operating cost of 
provide yardstick against which rates of private eompanies by | cooperatives. 
to measure rates and practices raising Federal rates. 


of private companies | 


. s } . 

8. Government assumed primary | Private companies are encoure | Power companies will build most 
responsibility for comprehen- aged to build any project or profitable projects and thereby 
sive development ofriver basins | portion of project which they disrupt comprehensive basin 


on multiple-purpose basis. } re willin 





to undertake. development plans, raise cost 
of Federal power, and retain 
for themselves the benefits 


which belong to the people. 
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STATEMENT OF H. VANcE AUSTIN, MANAGER OF THE CoLtorapo STarE ASSOCIATION 


OF REA CcopeRATIVES, DENVER, COLO.—EXTENSION OF His REMARKS OF TUESDAY, 
JANUARY 5, 1954, 


The new marketing eriteria of the Department of the Interior issued in 
August of 1953 became generally known te our rurat! electrics in Colorado and 
neighboring States in mid-September, and immediately our Colorado State As- 
sociation of REA cooperatives passed resolutions indicating all of our objections 
to this new policy and criteria, which resolutions were followed by resolutions 
of many other States rural electrics and other organizations of interested 
people, including organizations of municipal electrics and of municipalities 
generally. These resolutions were made known immediately to the Department 
of the Interior and ever since then—mid-September of 1953—we have been 
trying to work with the Department to get the objectionable criteria removed or 
modified or delayed in its effective date. 

Officials of the western division of the Bureau of Reclamation’s Missouri Basin 
system state that in the area of western Nebraska, Wyoming, and Colorado there 
will be in the very near future an actual machine capacity of some 310,000 
kilowatts. However, water storage is such that the maximum can be used for 
peaking only and that the firm capacity is considered 250,000 kilowatts. That 
the production of kilowatt-hours is charted at: 

Kilowatt-hours 
Tor Gh GAVGrsC: WRG? FOOl sos ee esceeesssccscuss.cs eee 
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In other words, plans are for firming not to the average water year, but to 
the point of purchasing steam power to firm only 1 year out of 4 years operation. 
This will have a dual effect: (1) Less firm power will be produced and sold; 
(2) more secondary dump will be produced and sold. And this will, of course, 
mean that the Government will receive less net revenue from the sale of power 
from these dams and hydre generaters, And nonpreference customers will 
zet much low-cost dump, 

In this western division with its many dams and hydro plants, water ean be 
so regulated between upstream and downstream storage that a very bigh percent 
of the total power is firm—without any steam. Purchase of a small amount of 
steam ean firm much more ef it to show a good net profit to the Government. 

Power purchased by the preference eustomers over und above their needs in 
this western division will carry a capacity charge of $9.60 per kilowatt-year 
The power thus subject to that expacitv charge, not used by the purchasing 
customer will then be subject to sale by the Government as secondary or dump 
power and some revenue will he fortheoming from that second sale—but still 
the total income to the Government will be less than if the power had been 
sold as firm power in the first place by the Government, 

Firm power sold in this area has been bringing an average total price to the 
Government of 7.1 mills. Using that figure as a base—and figuring a load 
factor of 50 percent—here is how the Government will fare under this policy of 
forcing the preference customers to buy mere power than they now need, in 
order te have power for expansion: 


At firm power. Government received per kilowatt-year *.......-._... $31.10 
Secondary power: 
Preference customer capacity charge i per year_. Sd. 60 


Secondary rate—average 4% mill__ acapella 
"EOUR Der Veal... so sas sash ghar tiddnoucora see cess . 28.10 
Government loss per year per kilowatt_._._....---..._-__2.-_o__ 3. 00 

Dump power: 

Preference customer capacity charge _.____ --_-per year... $9. 60 

Dump rate—average 2 mills___- eee ee ee 8.76 
Total per year ; aipars i sons ; -  3t.00 
Government loss per vear per kilowatt - : Sees ee 


2 For some time all of the output of the western division has been sold on a firm basis 
with no secondary nor dump, according to information we have received in speeches of 
western division Bureau officials, 


Actual sales ef all dump and secondary are at a ratio of about three-fourths 
dump and eue-fourth secondary, Applying that ratio to the power sales here 
we get an average Government loss per vear per kilowatt of $10.30. 

In the 1952 Deceinber peak, preference customers in this Division were taking 
about 75,000 kilowatts of a peak production of about 142,000, The balance was 
going to nonpreference customers, apparently, 

This system division will have 115,000 kilowatts more on the line in the 
next few months now. Then no more is scheduled. More will undoubtedly be 
built, but there is nothing more under construction, nor is anything more author- 
ized by Congress. Any authorization now would mean that it would be some 
years—6 as a minimum—to get more production on the line. 

Our preference customers must be protected for increasing needs for the 
years—and the number of those years is unpredictable now—ahead until new 
power will come in. The Secretary has indicated that he will do that—hold 
back enough power on short term contracts to nonpreference customers—to take 
eare of these increasing preference customer needs from year to year. 

But he has also stated that he was sure all of this increase of power would 
be taken up by the preference. customers in the first place. It is hard to see 
how the preference customer needs could jump to take all of the 115,000 kilo- 
watts coming on the line—all at one time. But it is not hard to see that they 
will need all of that power in a few years of the growth of their systems and 
the needs of the farmers they serve. 

Then there is the problem of the power now being sold by the western 
division to the nonpreference customers. In December of 1952, that amounted 
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to about 67,000 kilowatts. That is now under contract to the nonpreference 
customers of the Bureau—such contracts having in them the withdrawal clause. 

Apparently—from statements of the Department of the Interior officials—that 
power or a goodly part of it will be sold on long-term contracts to those non- 
preference customers who can show that they have come to rely on it, with 
contracts without any withdrawal clause. 

That will constitute a breach of the preference rights of the preference 
customers as set up by congressional law. There is no provision in the law 
for the manufacture of preference customers in this manner, 

It is our sincere belief that this marketing criteria, constitutes a violation of 
the preference law, 


rs 


Sroux Vautey Empire Erecrric Association, INc., 
Colman, S. Dak., January 5, 1954. 
The Honorable A. L. MILiEr, 
Chairman, House Committee on Interior and Insular Affairs 
New House Office Building, Washington, D.C. 

Mr. CHAIRMAN AND MEMBERS OF THE COMMITTEE: My name is Virgil H. Her- 
riott. I am manager of a rural electric distribution cooperative, the Sioux Valley 
Empire Electric Association of Colman, 8. Dak. In order that you may under- 
stand my interest, I would like for you to know a few things about me, 

I was born and raised on an Iowa farm which did not have central station 
electric service. I left the farm to attend college before enlisting in the Army 
Air Force, where I served as a pilot. Upon returning from the service, I had the 
opportunity to go into the rural electrification program, I had observed while 
flying over rural areas in North Africa and Europe how the rural areas there 
had central station electrie service, but my folks at home in the United States 
still did not. 

Because of my farm background and my inherent interest in farm people and 
their problems, I appreciated the opportunity to serve these people and help 
them do something for themselves which others more experienced in the field said 
could not be done. 

I first went to work for a cooperative in Jowa in 1946, and in 1948 became 
manager of the Codington-Clark Electric Cooperative at Watertown, S. Dak. 
In January of 1953 I assumed my present position. 

For 4‘years I served as chairman of the power use committee of the National 
Rural Electric Cooperative Association, and also as chairman of the power 
use committee for our State association. I have served on the safety and job 
training committee and the insurance committee in our South Dakota Rural 
Electric Association, also. I am presently a member of the management advisory 
committee of the National Rural Electric Cooperative Association. 

In 1949, when we started to develop the East River Electric Power Cooper- 
ative, a power committee was named. I have been on that committee since 
its inception and have participated in all its activities. I want to say now that 
I am not an engineer or an attorney, but I believe I am qualified for my job 
on the basis of general knowledge and my 8 years of experience in this field. The 
opinions I shall express are my own that I have formed as a result of my own 
study and as a result of discussion with others. 

In the development of our cooperatives, wholesale power costs have been very 
important since they represent a major item of expense in our loan feasibility. 
Many cooperatives in South Dakota were not feasible until the availability of an 
adequate supply of low-cost power from the United States Government was 
assured in 1944. Subsequent plants made by the cooperatives, including the 
formation of the East River Electric Power Cooperative, were based on certain 
assumptions concerning this source of power. We are concerned now because 
these basic assumptions have been altered and we want to know where we go from 
here in our planning. 

I am not a rabble rouser or a politician. I am here because I have a responsi- 
bility to my board of directors and our 7,000 consumer members, in knowing what 
we must plan for in the future. 

We disagree with several parts of the power supply statement and the criteria 
because we believe what it says is not in the best interests of the United States 
Government and ourselves. I would like to briefly enumerate some of our 
objections. 
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(1) To me, the objectionable part of article 1 of the power supply statement 
and the criteria is when it is stated that the maximum amount of thermal-gener- 
ated energy that the Federal Government will purchase is that amount necessary 
to assure firm power output equal to the average water year. I object because 
first, the Bureau of Reclamation’s limited experience in the operation of the 
Missouri River as a power project does not permit them to make a statement based 
on operating experience. Secondly, the responsibility of the Department of Inte- 
rior to the Congress does not permit them in my opinion to operate the basin on 
other than a businesslike basis. 

I therefore believe that the measure of the quantity of thermal-generated 
energy to be purchased should be as follows: When the cost of the thermal-gen- 
erated energy plus the cost of the secondary energy is equal to. or less than the 
rate for firm energy, it would then be advantageous to the Bureau to firm up 
the secondary energy. 

I want to emphasize what the Department of the Interior has said about our 
future supply, that is that the needs of the preference users cannot be met by the 

Sureau as the eriteria now stands. Maybe if their policy were to purchase more 
thermal-generated energy, more of the preference users’ needs for firm power 
could be met, and at the same time result in a benefit to the Federal Government. 

If we are to pay for a portion of the cost of the Missouri River development 
program, and we do expect to, I think we are entitled to know that it is to be 
operated on a businesslike basis to assure the Federal government the greatest 
possible net returns on its investment. 

(2) If our objections to article 1 are met, articles 2 and 3 weuld need some 
changes to be consistent with article 1. 

(8) Under marketing eriteria, article 2 probably is ene of eur biggest come 
plaints when applied to nonpreference contracts in view of the fact that the 
preference users will be short on power, 

(4) Article 3 could be objectionable in case ef long-term contracts with none 
preference customers. 

(5) I believe article 4 conforms to accepted and established operating practices. 

(6) Our objections to articles 5 and 6 are that they seem inconsistent with 
article 7 as revised in the memorandum of December 13. Conflicting statements 
by the same persons have been made in more than one instance, and have helped 
te add to our great concern over the rules laid down. 

(7) In regard to article 7, the Department's memorandum of December 11 and 
the quotations of Fred Aandahl, as set forth in the third paragraph of a news 
release by Senator Karl Mundt of South Dakota, dated December 23, have helped 
to overcome some of our objections. I quote the third paragraph of that release, 
as follows: 

“Fred Aandahl authorized me to quote him definitely on the following factors: 
(1) The purpose of placing the new eriteria into effect is solely in the interest 
of getting started on the contractual arrangements so to be sure they will be 
completed as power becomes available. (2) The fact that the new criteria may 
go into effect in January does not button up the time for application. It does 
not finalize anything. It simply will give the Department some early informa- 
tion with which to proceed and will not bar REA’s and other preference customers 
from making further applications nor from expanding their needs estimates. 
(3) While preferenc® customers are urged to present their needs as promptly as 
possible, the Department expects to ¢omplete negotiations and contractual 
arrangements with all preference customers requesting power and to exhaust 
their needs by agreeing to supply them before any contracts are made with 
private consumers of power. (4) Aandahl said he would be glad to adopt the 
suggestion made by Virgil Hanlon, head of the East River co-ops in Madison, 
and arrange for meetings either in Washington or in the field to be attended 
by representatives from the REA and from private power companies and from 
the Bureau of Reclamation in order to work out a pattern for negotiations and 
contractual arrangements aimed at meeting the desires of all concerned as 
nearly as possible. (5) Aandahl reaffirmed his intention to protect preference 
customers by granting only short-term contracts to private power companies and 
authorized me to define short-term contracts for him as a ‘contract for a period 
of years sufficiently short so that the power will be available for the preference 
customers when they need it. That term of years might be for 1 year, 2 years, 
3 Years, or whatever fits the circumstances and needs of a particular case. I do 
not think of a short-term contract as one that would last as long as 20 years,’” 

I want to point out that without the clarifications stated above, article 7 of the 
criteria is still objectionable, 
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In principle, we still object to the selling of power to any nonpreference cus- 
tomer when that power is needed for a preference customer, as I feel this is in 
violation of the preference clause, I believe that the boundaries stated in the 
paragraph following 7 (b) ¢ii) should not be finalized now or until the needs of 
preference users in the basin have been accurately studied. 

Again, you must apply the above quotation of Mr. Aandah!l before the balance 
of article 7 is acceptable. Incidentally, I cannot understand why the criteria 
cannot be as specific as most of his statement above. I do not believe that 
short-term contracts are as desirable a way to sell power not initially needed 
by the preference customers as would be a contract for a longer term of years 
with, say a 30-month recapture clause, I do not believe it to be as desirable for 
a nonpreference customer, a preference customer, or the Federal Government. 

Also, article 7 must reeognize future preference customers that may net now 
exist, and provide a way for them te obtain their fair share of the power if and 
when they come into existence. JT eannoet understand how anyone ean aceurately 
predict when the power referred to in article 7 (b>) ii) will be “in excess of the 
needs of the preference customers.” To point this out, I want you to know that, 
for a reason unknown to us at this time, the December peak of our East River 
Electric Pewer Cooperative system was approximately 28 percent more this year 
than it was last vear. 

(8) Article 8 is a statement concerning the application of article 7, and makes 
article 7 awfully important to us. 

(9) Article 10 arbitrarily. establishes a 1-mill wheeling rate, which may 
or may not always be proper. It violates the postage-stamp rate concept that 
we have understeod applied to the sale of federally produced power in the 
Missouri Basin. 

(10) We were very pleased to see in article 11 that generation and transmis- 
sion cooperatives had finally been recognized as a special type organization in 
the Department’s policy. We do not believe that as presently written, article 
11 gives us that which Mr. Aandahl stated he wanted to give us. IT believe that 
he has stated he will change that article if necessary in order that the generation 
and transmission eooperatives can purchase for the benefit of their members 
without losing any of the benefits presently accruing to the generation and 
transmission eooperatives and those members under-our present eontractual 
arrangements. I trust that Mr. Aandahl will negotiate with us on this article 
before it is finalized. 

(11) Article 12 pertains only to the State of Nebraska and certainly is not 
objectionable to me. 

(12) The section entitled “Rates” is objectionable if we must. ourselves, 
reserve power to meet our needs more than 2 years in advance. If all power 
sold to nonpreference customers is sold on a “recapture basis,” it would not be 
necessary to have a minimum annual capacity charge, in my opinion. 

I hope that you can better understand now why we have continually asked for 
a postponement of the criteria so that our questions can he properly and satis- 
factorily answered. I believe the cooperatives in South Dakota, and especially 
the East River Electric Power Cooperative, have always cooperated with the 
Department of the Interior to work out our mutual problems in the past. May I 
reiterate our desire to cooperate and again offer ourselves to the Department so 
that wé may settle our problems before they become big issues. 

We think it rather strange that the Department would make the rules which 
so vitally affect the thousands of people in the basin without consulting with 
the hasin people. 

These hearings and other meetings T am sure have helped all concerned, and 
I think it is too had that they couldn’t have been held before the marketing plan 
was officially adopted by the Department. 

I wish to thank you for the opportunity te present my views on this very 
important subiect. 

Respectfully, 
Vinci H. Hrrriort. 


———— 


TrSTIMONY OF Harry C, ANDERSON or Liny, S. Dak. 


My name is Harry C. Anderson and I am from Lily, S. Dak. I am a farmer 
living on a farm consisting of 960 acres, 560 of which I have bought and paid 
for. I operate this farm myself. I produce the different grains that are gen- 
erally raised in that area, as well as livestock. I have lived in that same 
vicinity all of my life asa farmer. For the past 20 years I have served in various 
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capacities as township and schoo! officers, with 10 years as community committees 
man with the farm program. I am now serving my 6th year as county com- 
missioner of Clark County, having first been elected to that office in 1948 on 
the Republican ticket, and reelected in 1952. 

In 1940, I began getting my neighbors interested in rural electrification. No 
building of lines, of course, was accompiished until after the war. Our actual 
operations started in 1947. In 1947, I was eleeted to the board of directors of 
the Codington-Clark Electrie Cooperative, whose office is at Watertown, S. Dak. 
In the last.4 years J have been president ef that board of directors. I am a 
director of the South Dakota State Association of Rural Electric Cooperatives. 

The farmers of South Dakota have borrowed $75 million from REA, and now, 
as of June 80, 1955, STi2 percent, or about 64,000 farmers, have central-station 
service, 

Now I would like to go inte the operating report of the cooperative at Water. 
town. In 1952, we showed a deficit of $30,668.99, and we have not come to the 
time yet when we are making our maximum-loan payments. We are, however, 
expecting an increase in the use of electric energy which will mean increased 
revenue in the future. The average cost per kilowatt hour for our power 
wholesale was 14.27 mills. Thirty-one cents, or nearly one-third of our gross 
revenue dollar, went for wholesale power cost. Nineteen cents went for interest 
on our loans. Now this example may not be an average, but 1 know that it is 
typical of the cooperatives in the basin. 

We directors in South Dakota have been under the impression that our whole- 
sale power cost was going to be 8.2 mills per kilowatt hour. for this hydropower. 
Our present retail rates were recommended by REA, and no doubt the people 
in REA had justification for using this 8.2 mills figure. If the wholesale power 
cost is to remain where it now is, we will have to have a rate adjustment, and 
the raising of rates is not always a sure way to raise revenue. We could easily 
get to the point of discouraging the use of electricity because of high cost. In 
the basin, this would affect at least one-quarter of a million farm families who 
have obligations to the Federal Government through REA loans, plus the munici- 
palities and other preference users. It should be recognized that we are in a 
low-density area. At Watertown, for example, our density is only 1.3 farms 
per mile, and in some sections it is less than that. Loans would not have been 
feasible for rural electrification to a large part ef the Missouri basin if we had 
had to concinue to pay 14 to 20 mills, as has been the ease. 

Now we directors try to hire only the best managers and engineers we can get, 
We are in close contact with these people, and while the board of directors makes 
the policies, it is the duty of the managers to see that the policies are carried 
out. Now then, when it comes to technical problems, figuring power costs and 
power contracts, we look to those who would understand these matters, and our 
engineers, managers, and attorneys, together with the directors, have worked 
very closely. We directors have confidence in our employees, and on this market- 
ing criteria we have spent a lot of time studying and applying it to our case; 
and we directors, with the assistance I have mentioned above, have felt that 
there are a number of objections to the eriteria. It will take someone better 
qualified that I to go into such details as this. We are very much concerned 
about the future availability of this hydropower. 

Now I want to compliment the Interior Department for the changes that have 
been made. I want, also, to compliment the elected leaders and Government 
officials for What they have done for us. 

Sincerely, 
HARRY C. ANDERSON. 


STATEMENT BY ALEX RApIN, GENERAL MANAGER, AMERICAN Ptriic POWER ASSOCTI- 
ATION, TO HousF INTERIOR AND INSULAR AFFAIRS COMMITTEE, RE MissourrI BASIN 
POWER MARKETING CRITERIA 


My name is Alex Radin. Iam genera! manager of the American Public Power 
Association, a national organization representing over 700 local publicly owned 
electric systems in 38 States and Puerto Rico. Most of the members of this 
association are municipally owned electric utilities or public utility districts. 
Under various’‘acts of Congress, all the members of this association are entitled to 
a preference status in the marketing of Federal hydroelectric power by the De- 
partment of the Interior. The American Public Power Association therefore 
has a direct interest in the power marketing policies of that Department. 
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Shortly after the Missouri Basin power-marketing criteria were announced 
on September 9, 1953, the board of directors of our association, at a regularly 
scheduled meeting, discussed the various provisions of these criteria. As an out- 
growth of this discussion I submitted our views to Secretary of the Interior 
Douglas McKay in a letter dated October 19, 1953. A copy of this letter is sub- 
mitted herewith as exhibit A. 

Since the submission of this letter to Mr. McKay, one section of the criteria 
has been revised. However, many of the points raised in my letter of October 
19, 1953, are still of active concern today, and I would like to take this occasion 
to summarize the objections which our association has to certain provisions of 
the criteria. 

1. Long-term contracts permitted 

Under the Missouri Basin criteria as originally issued, preference customers 
were allowed 90 days in which to apply for their requirements of Federal power, 
and power not contracted to the preference customers would have been sold under 
20-year nonwithdrawable contracts to the nonpreference customers. Further- 
more, by the imposition of a demand charge, the preference customers were to 
be penalized for contracting for power in excess of their requirements for 3 
years. 

As explained in my letter of October 19, 1953, to Secretary McKay, such a policy 
would have redounded to the detriment of .the preference customers, inasmuch 
as these customers are characteristicly only about one-tenth the size of the pri- 
vately owned utilities and therefore can contract initially for considerably 
smaller blocks of power than the nonpreference private power companies. 

The difficulty of the preference customers in a situation such as this has long 
been recognized by the American Public Power Association. On September 29, 
1949, the association’s board of directors, after review by the membership, 
adopted a statement of Federal power policy, which, under section IV, Power 
Sales, declared as follows: 

“3. Contracts of Federal agencies with privately owned utilities should be 
limited in time and should contain provisions for modification upon reasonable 
terms to the extent necessary to protect the preference of public agencies and 
cooperatives within the area.” 

In its revision of article 7 of the Missouri Basin Power marketing eriteria, 
dated December 11, 1953, the Department of the Interior has given greater recog- 
nition to the rights of the preference customers by declaring that power not al- 
ready under contract and not needed until a later time by preference customers 
will be reserved for them as a class by selling it under short-term interim con- 
tracts under which it can be recaptured for the preference customers at the ter- 
mination of such contract. 

However, paragraph (a) of article 7 states as follows: 

(a) The existing contracts of all preference customers and of those nonpref- 
erence customers that serve communities which by long use have become de- 
pendent on such power, to the extent requested by the customer, will be amended 
to extend the term thereof in accordance with item I of these marketing criteria, 
i. e., a maximum of 20 years from the present time, and to eliminate, if included 
therein, the option of the United States to withdraw power for service to other 
customers, and to eliminate all control except a requirement that nonpreference 
utilities pass savings on to the ultimate consumer.” [Italic supplied.] 

We believe there is nothing in the Federal statutes which permits of what in 
effect amounts to the designation of a preference status to “those nonpreference 
customers that serve communities which by long use have become dependent on 
such power * * *” 

Furthermore, this provision of the marketing criteria is in direct conflict with 
an earlier provision (par. 1 under the heading, “Power Supply”) which states 
as follows: “In the application of this criteria, it must be recognized that the 
Federal Government does not assume a ‘utility’ responsibility, * * *” 

In other words, the Department of the Interior, while disclaiming on the one 
hand that it does not have a “utility responsibility,” is conferring upon itself 
such a responsibility in serving certain nonpreference customers. Such an inter- 
pretation not only is an infringement upon the rights accorded preference cus- 
tomers under the law, but also represents a serious inconsistency within the 
criteria. 
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2. No definition of “short-term interim contracts” 


The December 11, 1953, amendment to the power marketing criteria contains 
no definition of a short-term interim contract,” and we believe there is ample 
room for honest differences of opinion as to the extent of the term of such a 
contract. 

Assistant Secretary of the Interior Fred G. Aandahl, in testimony before the 
House Interior and Insular Affairs Committee, has said that he conceived of 
such a contract as extending from a period of 2 to 5 years. However, such 
verbal testimony does not have the same effect as the incorporation of a defini- 
tion into the criteria itself, and it is doubtful that any succeeding official of the 
Department would be bound, in interpreting the eriteria, by the verbal testimony 
of a predecessor. 


8. January 1, 1954, deadline 


Because of the necessity for eleetrie systems te plan at least 3 or more years 
in advance, we do not believe that the January 1, 1954, deadline provided ample 
time for the preference customers to study their future power requirements and 
submit proposals to the Department for their future power needs. This is es- 
pecially significant when the preference customers do not have the safeguard of 
the withdrawal clause te provide for their future power requirements. 


4. Administrative discretion in determination of future power requirements of 
preference customers 


a 


Paragraph 7 (b) (i), as revised December 11, 1953, states as follows: 

*(i) Power available but not needed until a later time by preference customers 
will be reserved for them as a ¢lass by selling it under short-term interim con- 
tracts under which it can be recaptured for the preference eustomers at the 
termination of such contract.” 

This provision points up the inferiority of the short-term interim contract 


, as 


opposed to the withdrawal clause, in protecting the rights of the preference cus- 
tomers. Under the paragraph above, the Department is given the authority to 
make an administrative determination of the future power requirements of the 
preference customers. Should the Department underestimate the future re 
quirements of the preference customer—and this is a definite possibility in the 


light of such past occurrences as the unanticipated increase in demand resulting 
from the Korean emergency—then the Department will have committed blocks 
of power to the nonpreference customers on a long-term, nonwithdrawable basis, 
when such power conceivably could be needed by the preference eustomers to 
meet future demands unforeseen by the Department of the Interior. 


5. Amount of firm energy to be made available 

Under the heading “Power Supply,” paragraph 1 of the criteria states, “De- 
terminations also anticipate the purchase of thermal generated energy from avail- 
able sources in the area to supplement energy available in low-water years to 
an amount not exceeding that which would be available under average water 
conditions.” 

We believe that the Bureau should determine the amount of firm energy it 
will sell by comparing the price for which such energy is sold, with the price 
for which it sells secondary energy, plus the cost of purchasing thermal gener- 
ated energy to firm up secondary energy. If the Bureau’s price for firm energy 
is greater than its price for secondary energy, plus the cost for thermal energy 
to firm up the secondary energy, then obviously it becomes a good business 
practice for the Bureau to purchase such firming energy. 

Furihermore, the Government’s failure to make available the maximum amount 
of firm energy redounds to the benefit of the nonpreference customers. This 
results from the fact that practically all of the nonpreference customers have 
thermal generation of their own and can profitably buy secondary energy from 
the Government, whereas many of the preference customers operate distribution 
systems only, and consequently do not have the generating facilities to firm up 
secondary energy which might be available from the Government. 

In no case, however, do we advocate that the Federal Government over con- 
tract for firm power, or make contracts with preference customers for firm power 
beyond the extent to which it can reasonably be expected to fulfill such contract 
requirements. 

In view of the factors cited above, we recommend the following changes in 
the Missouri Basin Power Marketing Criteria, as amended December 11, 1953: 

1. No long-term contracts between the Bureau of Rectamation and the non- 
preference customers should be permitted. 
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2. A definition of a “short-term interim contract” should be written into the 
criteria, stating that such a contract should be for a maximum of 5 years. 

3. A withdrawal clause providing for the withdrawal of power from non- 
preference customers to meet the increasing needs of the preference customers 
should be written into all contracts with the nonpreference customers. 

4. The January 1, 1954, deadline should be extended for at least 90 days. 

5. The Bureau should make available the maximum amount of firm energy, 
consistent with sound business principles. 

Unless the amendments described above are made, the rights of the nonprofit 
public agencies and rural electric cooperatives, as accorded them under Federal 
law, will be jeopardized, 


ExuHretr A 


AMERICAN Puprie Power ASSOCIATION, 

Washington 6, D. €., October 19, 19320. 
Hon. Doveras McKay, 

Department of the Interior, 
Washington 25, D.C. 

-DeaR Mr. McKay: This association is greatly interested in the power marketing 
criteria for the Missouri Basin which were issued recently by your Department, 
These criteria have been studied carefully, and were the subject of discussion at 
a recent meeting of the board of directors of the association. 

According to our understanding of the eriteria, they present several marked 
differences in policies, such as: 

1. The Department formerly maintained a policy ef entering into comparatively 
short-term contracts with nonpreference eustomers, and provided that power 
could be withdrawn from the nonpreference customers te meet the growing 
needs of the public agencies and rural electric cooperatives. Your Department 
now indicates its intention of entering into 20-year contracts with private power 
companies for the power remaining after the immediate needs of the preference 
customers are fulfilled. No provision is to be included in such contracts giving 
the Government the right to withdraw power from the nonpreference customers 
to meet the needs of the preference customers. 

2. Under the new criteria, preference customers are being permitted only 90 
days after the anouncement of availability ef power to apply for such power. 
Because of the substantial demand charges, preference customers, in effect, are 
being limited to contracting only for their immediate needs, 

3. The new criteria established a new order of priority for the marketing of 
Federal power, as follows: (a) Present power commitments, (>) requests of 
customers which can be served from present facilities and arrangements, and 
(c) requests for power requiring new facilities or arrangements. 

Although there are other important innovations in these eriteria, the ones 
enumerated above represent the major changes which, in our opinion, will ad- 
versely affect the local public agencies which are members of this association, 
It is our belief that our interests will be affected in the following ways: 

1. Applying a preference only at the time power is made available will re- 
dound to the benefit of the private utilities and to the disadvantage of the pre- 
ference customers. This circumstance arises primarily from the fact that the 
preference customers are characteristically smaller than the privately owned 
power companies. For example, the most recent statistics of the Federal Power 
Commission indicate that, in almost every category the elass A and B local 
publicly owned electric systems (those having gross annual electric revenues in 
excess of $250,000) are only about one-tenth the size of the privately owned 
class A and B utilities. The average local publicly owned utility has about 
14.000 customers while the average privately owned system serves about 122,000 
customers. In kilowatts of capacity, the average publicly owned utility has an 
installed capacity of approximately 18,000 kilowatts, while the privately owned 
system has over 200,000 kilowatts. In this connection, bear in mind that this 
comparison is only between class A and B utilities, and that the vast bulk of 
the publicly owned utilities are class C and D utilities, and are therefore con- 
siderably smaller. An industrywide comparison would show the publicly owned 
utilities to be proportionately even smaller than the figures above indicate. The 
average rural electric cooperative likewise is vastly smaller in size than the 
average privately owned utility. 
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Because of this factor of size, the publicly owned utilities Can ¢ommit 
selves initially to relatively small blocks of power, whereas the far larger 
vately owned utilities ¢an commit themselves to considerably larger }b 
Consequently, such conditions as relatively short-term contracts with the 
preference customers and provisions giving the Federal Government the ri 
Withdraw power from nonpreference customers te meet the crowing 
the smaller preference customers appear to be necessary to safeguard tl! 
of the preference customers to obtain a fair share ef Federal power. By nu 
ing long-term tirm contracts with the nonpreference eustomers, with ne wit! 
drawable feature, and by placing the preference eustomers in a positi 
they can contract only for their immediate requirements, the Depart: i 
peding the preference customers in their ability te obtain a fair share ef publicl; 
produced power. 

2. The new order of priority of marketing power, 
numbered 3 above, places a particular hardship on ferel 

Under this order 6f priority, Federal power will be made ava 
preference customers in areas served by existing Bureau transmission 
while it will be denied to preference eustomers in an economically feasible 
Inission distance from Federal projects, and which rightfully are ent‘tled 
share of Federal power. For example, praetically no transmission line 
been built into the State of Nebraska. Hence, Nebraska will have a low 
of priority for obtaining Federal power, even though it is an ail-publie-power 
State. 

A further problem presents itself in Nebraska with regard fo the rate 
which power will be sold to the publie agencies in that State. The Bureau a 
this time apparently does not plan to construct transmission lines into Nebraska 
2s it has done in other States in the Missouri Basin, and public agencie 
Nebraska are being expected to construct their own transmission lines, 
ne compensation in price is being offered the Nebraska agencies to off 
cost of their construction of transmission lines. The result is that the 

sureau power, which elsewhere is a delivered rate, becomes a bus-bar rate for 
Nebraska, with the Nebraska agencies being burdened with the substantial eosts 
of constructing their own transmission lines. The cost of power te the Nebraska 
agencies therefore will be considerably more than it will be to eemparable ut 
ties in other States in the Missouri Basin. 

Assistant Secretary of the Interior Fred G. Aandahl, in an address in Par 
N. Dak., on September 29, stated that the purpose of these new eriteria is to * 
rially reduce the unfortunate pressure on local ¢éommunities to establish 
public power entities just to make Federal hydropower available to themsel 
This association shares Mr. Aandahl’s view that the Federal power progr 
should not be used as a device to nationalize the electric industry. 
be detrimental to the best interests of our country. 

However, the preference clause has been a matter of Federal law a icy 
for almost half a century, and we believe it to be a necessary and equital 
provision. It is interesting to note that, although substantial quantities of 
Federal power have been markefed under the preference clause for the past sev 
eral decades, there appears to have been little stimulation of establishment of 
new local public systems during that period. In fact, local public ownership has 
declined during the past three decades. Statistics of the Edison Electric Institute 
show that the high point of municipal ownership wis reached in 1923, when 3,081 
muncipally owned electric systems were in operation. This number has declined 
now to 2,011. Likewise, the number of customers served by all governmental 
agencies (municipal systems, public utility districts and Federal systems) has 
dropped from 12.6 percent of the total in 1922 to 10.5 percent of the total today 

Y regret to burden you with a letter of such length, but the problems at hand are 
of such magnitude for the member systems of our association that I believe they 
warrant a full expression of our views. In brief, we are disturbed in that it 
appears that the net effect of the new criteria is to make Federal power more 
accessible to the nonpreference customers arid less accessible to the preference 
customers. We do not believe this is warranted, and we feel that this is contrar 
to the spirit of our national policies for almost half a century. 

We earnestly hope that you will amend such features of the Missouri Basin 
marketing criteria which we consider detrimental to our interests and contrary 
to the intent of the preference clause. A small but representative group of the 
members of our association, such as met in the past with you, Undersecretary 
Tudor, Assistant Secretary Aandahl, and Solicitor Davis, would welcome the 
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opportunity of having another conference with you and/or the other officials of 
your Department concerned with this matter, to discuss this and certain other 
policies which are of concern to this association. 
Sincerely, 
ALEx Ravin, 

Mr. Harrison. The committee will stand adjourned. 

(Thereupon, at 12:49 p. m., Tuesday, January 5, 1954, an adjourn- 
ment was taken to meet at the call of the chairman.) 
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